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3URIHVVRU /DZUHQFH 01 $XVXEHO
’HSDUWPHQW RI (FRQRPLFV
8QLYHUVLW\ RI 0DU\ODQG
7\GLQJV +DOO/ 5RRP 6438
&ROOHJH 3DUN/ 0’ 53:75￿:544
DXVXEHO#HFRQ1XPG1HGX
+634, 738￿67<8
-3UHSDUHG IRU WKH %URRNLQJV0:KDUWRQ 3DSHUV RQ )LQDQFLDO 6HUYLFHV )LIWK $QQXDO &RQIHUHQFH= 7KH
)XWXUH RI 6HFXULWLHV 0DUNHWV1 , DP JUDWHIXO WR FROODERUDWRUV DQG FR0DXWKRUV RQ WKH YDULRXV SURMHFWV DQG
SDSHUV GHVFULEHG LQ WKLV SDSHU/ LQFOXGLQJ .DWKOHHQ $XVXEHO/ 3HWHU &UDPWRQ/ 8OULFK *DOO/ (ULF 0DVNLQ/
3DXO 0LOJURP DQG -HVVH 6FKZDUW]/ DQG WR 3HWHU *UDM]O IRU H[FHOOHQW UHVHDUFK DVVLVWDQFH1
)XUWKHU LQIRUPDWLRQ DERXW WKH DXFWLRQ VRIWZDUH GHVFULEHG KHUHLQ DQG LWV DYDLODELOLW\ IRU DSSOLFDWLRQV
LQ WKH ILQDQFLDO VHUYLFHV VHFWRU LV DYDLODEOH IURP WKH DXWKRU1 )XUWKHU PDWHULDOV RQ DXFWLRQ WKHRU\ DQG
SUDFWLFH DUH DYDLODEOH RQ WKH DXWKRU¶V ZHEVLWH/ ZZZ1DXVXEHO1FRP/ DQG RQ ZZZ1HIILFLHQWDXFWLRQV1FRP DQG
ZZZ1PDUNHW0GHVLJQ1FRP14
￿ ,QWURGXFWLRQ
,PDJLQH DWWHPSWLQJ WR H[SODLQ WR D YLVLWRU/ IURP DQRWKHU HUD RU DQRWKHU SODQHW/ WKH HFRQRPLF
UDWLRQDOH EHKLQG YDULRXV LQVWLWXWLRQV LQ WKH $PHULFDQ HFRQRP\ DW WKH VWDUW RI WKH 54
VW FHQWXU\1
)HZ SUDFWLFHV VHHP PRUH GLIILFXOW WR MXVWLI\ WR WKH RXWVLGHU WKDQ WKH FXUUHQW SURFHGXUH IRU WKH
LVVXDQFH RI HTXLW\ VHFXULWLHV1 7KH VKDUH SULFH LQ LQLWLDO SXEOLF RIIHULQJV +,32¶V, RIWHQ EHDUV OLWWOH
FRQQHFWLRQ WR WKH HTXDWLQJ RI VXSSO\ DQG GHPDQG/ VR WKDW ,32¶V DUH VRPHWLPHV PDVVLYHO\
RYHUVXEVFULEHG DQG WKH VKDUH SULFH LQFUHDVHV E\ DV PXFK DV D IDFWRU RI ILYH IURP WKH RIIHULQJ
SULFH WR WKH FORVH RI WKH ILUVW GD\ RI WUDGLQJ1 6KDUHV LQ WKHVH RYHUVXEVFULEHG RIIHULQJV DUH UDWLRQHG/
QRW DFFRUGLQJ WR ZLOOLQJQHVV WR SD\/ EXW WR IDYRUHG FOLHQWV RI WKH XQGHUZULWLQJ LQYHVWPHQW EDQNV1
2IWHQ WKHUH LV DW OHDVW WKH DSSHDUDQFH WKDW FOLHQWV UHFHLYH WKHLU DOORWPHQWV LQ H[FKDQJH IRU
UHWXUQLQJ YDOXH WR WKH LQYHVWPHQW EDQNV LQ RWKHU WUDQVDFWLRQV> DQG UHFHQWO\ WKHUH KDYH EHHQ
DOOHJDWLRQV WKDW VRPH DOORWPHQWV KDYH EHHQ PDGH LQ H[FKDQJH IRU DJUHHPHQWV WR EX\ DGGLWLRQDO
VKDUHV RQ WKH RSHQ PDUNHW DIWHU WKH ,321 :KLOH WKH DVVRFLDWHG UHWXUQV IRUHJRQH E\ WKH VHOOHUV
+L1H1/ WKH FRPSDQLHV JRLQJ SXEOLF, ZRXOG EH HDVLHU WR MXVWLI\ LI WKH H[SOLFLW IHHV IRU WKH VHUYLFH
ZHUH FRPPHQVXUDWHO\ GLVFRXQWHG/ WKH H[SOLFLW IHHV FKDUJHG IRU ,32¶V DFWXDOO\ VHHP TXLWH KLJK/
JHQHUDOO\ D :( FRPPLVVLRQ RQ SURFHHGV IURP WKH QHZ VKDUHV1
4
7KH PDLQ REMHFWLYH RI WKLV SDSHU LV QRW WR KDPPHU DZD\ DW WKH LQHIILFLHQFLHV SUHVHQW LQ WKH
FXUUHQW V\VWHP RI QHZ HTXLW\ LVVXDQFH> QRU WR DWWHPSW WR H[SODLQ ZKDW SUHYHQWV WKH FXUUHQW
V\VWHP IURP EHLQJ VZHSW DVLGH1 5DWKHU/ WKLV SDSHU VHHNV WR GUDZ IURP QHZ GHYHORSPHQWV LQ
PDUNHW GHVLJQ†ERWK WKHRUHWLFDO UHVXOWV DQG QHZ SUDFWLFHV LQ RWKHU VHFWRUV†DQG WR KLJKOLJKW
DOWHUQDWLYH SURFHGXUHV WKDW PD\ EH EHVW VXLWHG WR VXSSOHPHQW RU UHSODFH WKH FXUUHQW IODZHG
V\VWHP1
º &RPPHQWV RQ &XUUHQW 3UDFWLFH IRU 1HZ (TXLW\ ,VVXDQFH
7KH \HDUV 5333 DQG 5334 KDYH VHHQ 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ +6(&, LQYHVWLJDWLRQV
LQWR WZR DOOHJHG DEXVHV LQ WKH FXUUHQW SUDFWLFH IRU QHZ HTXLW\ LVVXDQFH/ D ’433 PLOOLRQ WHQWDWLYH
VHWWOHPHQW RI FKDUJHV E\ &UHGLW 6XLVVH )LUVW %RVWRQ/ DQG D SOHWKRUD RI SULYDWH ODZVXLWV ILOHG1
,Q 0D\ 5334/ 7KH (FRQRPLVW SURYLGHG DQ HDUO\/ ZHOO ZULWWHQ/ DQG VRPHZKDW VNHSWLFDO V\QRSVLV=
:HUH LQYHVWPHQW EDQNV FURRNHG ZKHQ WKH\ PDGH ELOOLRQV RI GROODUV IURP WKH
,QWHUQHW EXEEOH"
,W HQMR\HG WKH GRWFRP SDUW\ DV PXFK DV DQ\RQH1 %XW QRZ WKDW WKH ZKROH WKLQJ KDV
HQGHG PHVVLO\/ :DOO 6WUHHW KDV EHFRPH HYHU\ERG\¶V IDYRXULWH VFDSHJRDW1 ,WV
DQDO\VWV DUH DFFXVHG RI DEDQGRQLQJ REMHFWLYLW\ WR WRXW VKDUHV WKDW WKHLU LQYHVWPHQW
EDQNV XQGHUZURWH1 8QGHUZULWHUV DUH VDLG WR KDYH VHW WKH VKDUH SULFH WRR ORZ LQ
LQLWLDO SXEOLF RIIHULQJV +,32V,/ VR DV WR HQVXUH D KXJH MXPS LQ WKH SULFH ZKHQ
WUDGLQJ EHJDQ1 7KDW MXPS LQ WXUQ HQDEOHG LQYHVWPHQW EDQNV WR UHZDUG IDYRXUHG
FOLHQWV ZKR ZHUH DOORFDWHG VKDUHV LQ WKH ,32/ ZKLFK FOLHQWV FRXOG LQVWDQWO\ VHOO DW
D IDW SURILW1 7R FRPSRXQG WKH UDVFDOLW\/ WKH EDQNV VKDUHG LQ WKRVH SURILWV E\
GHPDQGLQJ UHWXUQ IDYRXUV IURP WKH FOLHQWV1
5
4 7KH XQGHUZULWLQJ FRPPLVVLRQ ZDV H[DFWO\ :( IRU PRUH WKDQ <3( RI 8161 ,32¶V UDLVLQJ ’530;3 PLOOLRQ LQ UHFHQW
\HDUV +&KHQ DQG 5LWWHU/ 5333,1
5 ‡:DOO 6WUHHW XQGHU VFUXWLQ\= $ SHQQ\ LQ ZKRVH SRFNHW"· 7KH (FRQRPLVW/ 0D\ 57/ 533415
1R PDWWHU KRZ IDUIHWFKHG RU FRUUXSW WKLV VFHQDULR VHHPHG/ E\ HDUO\ 5335 VXEVWDQWLDO HYLGHQFH
KDG DFFXPXODWHG VXSSRUWLQJ VRPH RI WKHVH FODLPV1 &UHGLW 6XLVVH )LUVW %RVWRQ KDG UHDFKHG ILQDO
DJUHHPHQW RQ D ’433 PLOOLRQ VHWWOHPHQW RI JRYHUQPHQW FKDUJHV1 $FFRUGLQJ WR SXEOLVKHG
DFFRXQWV/ ‡7KH UHJXODWRUV VLQJOHG RXW )LUVW %RVWRQ/ DFFXVLQJ LW RI GHPDQGLQJ WKDW FXVWRPHUV SD\
EDFN VRPH RI WKH SURILW WKH\ PDGH IURP WUDGLQJ QHZ VWRFNV LQ WKH IRUP RI LQIODWHG FRPPLVVLRQV
RQ RWKHU VWRFN WUDGHV1 ,QYHVWLJDWRUV JDWKHUHG HYLGHQFH/ LQFOXGLQJ H0PDLO PHVVDJHV/ WKDW LQGLFDWHG
WKDW WKH ILUP*V VDOH UHSUHVHQWDWLYHV KDG WROG VRPH FXVWRPHUV WR SD\ WKH ILUP DW OHDVW ’4 LQ
FRPPLVVLRQV IRU HYHU\ ’6 RI QHZ0VWRFN WUDGLQJ SURILWV1·
6 )XUWKHUPRUH/ ‡3ODLQWLIIV¶ ODZ\HUV KDYH
ILOHG PRUH WKDQ 4/333 ODZVXLWV DJDLQVW )LUVW %RVWRQ DQG DERXW IRXU GR]HQ RWKHU VHFXULWLHV ILUPV/
DVVHUWLQJ WKDW WKH\ PDQLSXODWHG WKH SULFHV RI QHZ VWRFNV LQ YDULRXV ZD\V1 7KRVH VXLWV FRQWHQG
WKDW VDOHV UHSUHVHQWDWLYHV DW )LUVW %RVWRQ JDYH UHODWLYHO\ ELJ DOORFDWLRQV RI QHZ VWRFNV WR
SURIHVVLRQDO LQYHVWRUV LQ H[FKDQJH IRU D VKDUH RI WKH SURILWV WKRVH EX\HUV PDGH E\ UHVHOOLQJ WKH
VWRFNV1 7KH\ DOVR FRQWHQG WKDW RWKHU LQYHVWPHQW EDQNV/ LQFOXGLQJ *ROGPDQ/ 6DFKV DQG 0RUJDQ
6WDQOH\ ’HDQ :LWWHU/ VROLFLWHG SURPLVHV IURP LQYHVWRUV WKDW WKH\ ZRXOG EX\ PRUH VKDUHV RI D QHZ
VWRFN DW KLJKHU SULFHV DIWHU LW VWDUWHG WUDGLQJ1 6XFK DUUDQJHPHQWV/ H[SUHVVO\ SURKLELWHG E\
VHFXULWLHV ODZV/ FRXOG KDYH GULYHQ QHZ VWRFNV WR DUWLILFLDOO\ KLJK SULFHV1 6SRNHVZRPHQ IRU
*ROGPDQ/ 6DFKV DQG 0RUJDQ 6WDQOH\ GHFOLQHG WR FRPPHQW1 )HGHUDO UHJXODWRUV DUH FRQWLQXLQJ WR
LQYHVWLJDWH WKH VHFRQG SUDFWLFH/ NQRZQ RQ :DOO 6WUHHW DV ￿ODGGHULQJ¶ D VWRFN/ DQG WKH\ PD\ VWLOO
EULQJ FKDUJHV DJDLQVW RQH RU PRUH LQYHVWPHQW EDQNV1·
7
7KHUH KDV EHHQ VRPH VSHFXODWLRQ WKDW WKH 6(& DQG WKH 1DWLRQDO $VVRFLDWLRQ RI 6HFXULWLHV ’HDOHUV
PLJKW LVVXH UXOHV IRUELGGLQJ NLFNEDFNV RU LQIODWHG FRPPLVVLRQV LQ ,32 DOORFDWLRQV1 %XW/
DFFRUGLQJ WR SXEOLVKHG DFFRXQWV/ UHJXODWRUV FRUUHFWO\ UHFRJQL]H WKDW DQ LQFUHPHQWDO FKDQJH LQ
UXOHV PD\ GR OLWWOH WR SUHYHQW UHFXUUHQW DEXVHV1 ‡,W*V YHU\ GLIILFXOW WR GUDZ XS UXOHV WR UHJXODWH
DOORFDWLRQ RI VKDUHV WKDW DUH XQGHUSULFHG/· RQH RIILFLDO LV TXRWHG DV VD\LQJ1
8
5DWKHU/ WKH SHUVSHFWLYH RI WKH FXUUHQW SDSHU LV WKDW D PRUH UDGLFDO RYHUKDXO RI FXUUHQW SUDFWLFH LV
QHFHVVDU\= D FKDQJH WR D PRGHUQ DXFWLRQ V\VWHP WKDW SURYLGHV DQ RSHQ WUDQVSDUHQW PHFKDQLVP IRU
SULFH GLVFRYHU\1 7KLV LV WKH FOHDUHVW ZD\ WKDW WKH FXUUHQW XQGHUSULFLQJ†DQG WKH DFFRPSDQ\LQJ
LQFHQWLYHV IRU DEXVH†FDQ EH HOLPLQDWHG1
Œ $XFWLRQ 7KHRU\ 3UHOLPLQDULHV
7KLV VHFWLRQ ZLOO SURYLGH VRPH EDFNJURXQG LQIRUPDWLRQ RQ DXFWLRQ IRUPDWV WKDW PLJKW EH
FRQWHPSODWHG IRU QHZ LVVXHV PDUNHWV DQG VRPH DVVRFLDWHG UHVXOWV LQ WKH OLWHUDWXUH1
Œ￿￿ 6HDOHG￿%LGæ 0XOWL￿8QLW $XFWLRQ )RUPDWV
6HDOHG0ELG/ PXOWL0XQLW DXFWLRQ IRUPDWV DUH EHVW NQRZQ LQ WKH ILQDQFLDO VHFWRU IRU WKHLU ORQJWLPH
DQG ZLGHVSUHDG XVH LQ WKH VDOH RI FHQWUDO JRYHUQPHQW VHFXULWLHV1 )RU H[DPSOH/ WHQ \HDUV DJR/ WKH
6 ‡)LUVW %RVWRQ 6HHQ 6HWWOLQJ .LFNEDFN &DVH/· 7KH 1HZ <RUN 7LPHV/ ’HFHPEHU 45/ 5334/ S1 &41
7 ‡)LUVW %RVWRQ 6HHQ 6HWWOLQJ .LFNEDFN &DVH/· 7KH 1HZ <RUN 7LPHV/ ’HFHPEHU 45/ 5334/ S1 &41
8 ‡86 PD\ GURS ,32 UXOH FKDQJHV= ’RXEWV DUH LQFUHDVLQJ DV WR ZKHWKHU FKDQJLQJ VKDUH DOORFDWLRQ SUDFWLFH ZRXOG HQG
DEXVHV/· 7KH )LQDQFLDO 7LPHV/ ’HFHPEHU 45/ 5334/ S15 6 16
-RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW VXUYH\HG 2(&’ FRXQWULHV DQG IRXQG WKDW WKH
8161/ $XVWUDOLD/ &DQDGD/ ’HQPDUN/ )UDQFH/ *HUPDQ\/ ,WDO\/ -DSDQ/ 1HZ =HDODQG DQG WKH 8QLWHG
.LQJGRP WKHQ XVHG VHDOHG0ELG DXFWLRQV IRU VHOOLQJ DW OHDVW VRPH RI WKHLU JRYHUQPHQW VHFXULWLHV1
9
)RU PDQ\ \HDUV/ VHDOHG0ELG DXFWLRQV KDYH DOVR EHHQ XVHG UDWKHU H[WHQVLYHO\ IRU VKDUH UHSXUFKDVHV
E\ SXEOLFO\ WUDGHG FRPSDQLHV
: DQG/ LQ UHODWLYHO\ UDUH LQVWDQFHV/ IRU ,32¶V1
;
3D\0$V0%LG $XFWLRQV1
< %LGGHUV VXEPLW VHDOHG ELGV WKDW HIIHFWLYHO\ FRPSULVH GHPDQG FXUYHV1 7KH
DXFWLRQHHU DJJUHJDWHV WKH ELGV DQG GHWHUPLQHV WKH FOHDULQJ SULFH DW ZKLFK GHPDQG HTXDOV VXSSO\1
(DFK ELGGHU ZLQV WKH TXDQWLW\ GHPDQGHG DW WKH FOHDULQJ SULFH/ DQG SD\V WKH DPRXQW WKDW KH ELG
IRU HDFK XQLW ZRQ1
8QLIRUP03ULFH $XFWLRQV1
43 %LGGHUV VXEPLW VHDOHG ELGV WKDW HIIHFWLYHO\ FRPSULVH GHPDQG FXUYHV1
7KH DXFWLRQHHU DJJUHJDWHV WKH ELGV DQG GHWHUPLQHV WKH FOHDULQJ SULFH DW ZKLFK GHPDQG HTXDOV
VXSSO\1 (DFK ELGGHU ZLQV WKH TXDQWLW\ GHPDQGHG DW WKH FOHDULQJ SULFH/ DQG SD\V WKH FOHDULQJ SULFH
IRU HDFK XQLW ZRQ1
Œ￿º $VFHQGLQJ￿%LGæ 0XOWL￿8QLW $XFWLRQ )RUPDWV
$VFHQGLQJ0ELG/ PXOWL0XQLW DXFWLRQ IRUPDWV KDYH EHFRPH GRPLQDQW LQ UHFHQW \HDUV IRU JRYHUQPHQW
VDOHV RI WHOHFRPPXQLFDWLRQV VSHFWUXP1 $V GHVFULEHG LQ 6HFWLRQ 7 EHORZ/ WKH\ DUH DOVR FRPLQJ
LQWR VLJQLILFDQW XVH LQ WKH HQHUJ\ DQG HQYLURQPHQWDO VHFWRUV1
6LPXOWDQHRXV $VFHQGLQJ $XFWLRQV1
44 7KH LWHPV DUH DXFWLRQHG VLPXOWDQHRXVO\ LQ PXOWLSOH
URXQGV RI ELGGLQJ1 ,Q HDFK URXQG/ ELGGHUV PD\ VXEPLW QHZ ELGV1 $ ELG LV D SDLU FRPSULVLQJ DQ
LWHP DQG DQ DVVRFLDWHG SULFH +KLJKHU WKDQ WKH VWDQGLQJ KLJK ELG,1 %LGV FDQ FRQWLQXH WR EH
VXEPLWWHG IRU DQ\ LWHP XQWLO WKH DXFWLRQ HQGV IRU DOO LWHPV> WKH DXFWLRQ HQGV RQO\ ZKHQ D URXQG
HODSVHV ZLWK QR QHZ ELGV VXEPLWWHG IRU DQ\ RI WKH LWHPV1
$VFHQGLQJ &ORFN $XFWLRQV1
45 ,Q HDFK URXQG/ WKH DXFWLRQHHU DQQRXQFHV D SULFH +RU SULFH YHFWRU,
IRU WKH LWHPV EHLQJ DXFWLRQHG/ DQG ELGGHUV UHVSRQG ZLWK ELGV1 $ ELG FRPSULVHV D TXDQWLW\ RI LWHPV
GHPDQGHG DW WKH DQQRXQFHG SULFH1 ,I WKH DJJUHJDWH GHPDQG H[FHHGV WKH VXSSO\/ WKH DXFWLRQHHU
UDLVHV WKH SULFH DQG WKH SURFHVV UHSHDWV1 7KH DXFWLRQ HQGV DW WKH ILUVW SULFH DW ZKLFK DJJUHJDWH
GHPDQG LV OHVV WKDQ RU HTXDO WR VXSSO\1
9 8161 ’HSDUWPHQW RI WKH 7UHDVXU\/ 8161 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ/ DQG %RDUG RI *RYHUQRUV RI WKH
)HGHUDO 5HVHUYH 6\VWHP +4<<5,/ -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW/ SS1 %–58 0 %–591
: 6HH %DJZHOO/ /DXULH 61 +4<<5, DQG *D\/ .DOH DQG 1RH +4<<4,1
; 6HH .DQGHO/ 6DULJ/ DQG :RKO +4<<<, DQG 6KHUPDQ +5334,1
< 3D\0DV0ELG DXFWLRQV DUH RIWHQ UHIHUUHG WR DV ‡SD\0\RXU0ELG DXFWLRQV/· RU OHVV GHVFULSWLYHO\/ DV ‡GLVFULPLQDWRU\
DXFWLRQV· RU ‡PXOWLSOH0SULFH DXFWLRQV1· 7KH\ JHQHUDOL]H WKH VHDOHG0ELG/ ILUVW0SULFH DXFWLRQ IRU VLQJOH LWHPV1
43 8QLIRUP0SULFH DXFWLRQV DUH RIWHQ UHIHUUHG WR/ OHVV GHVFULSWLYHO\/ LQ WKH ILQDQFLDO SUHVV DV ‡’XWFK DXFWLRQV/·R U
YDULRXVO\ DV ‡QRQGLVFULPLQDWRU\ DXFWLRQV/· ‡FRPSHWLWLYH DXFWLRQV/· RU ‡VLQJOH0SULFH DXFWLRQV1·, WL VV R P H W L P H V
DVVHUWHG +LQFRUUHFWO\, WKDW WKH\ JHQHUDOL]H WKH VHDOHG0ELG/ VHFRQG0SULFH DXFWLRQ IRU VLQJOH LWHPV1 +RZHYHU/ WKH FRUUHFW
PXOWL0XQLW JHQHUDOL]DWLRQ RI WKH VHFRQG0SULFH DXFWLRQ LV GXH WR 9LFNUH\ +4<94,1
44 6HH &UDPWRQ +4<<8, DQG 0LOJURP +5333,1
45 6HH $XVXEHO +4<<:/ 4<<</ 5333D/ E,17
9DULDWLRQV RQ WKH VLPXOWDQHRXV DVFHQGLQJ DXFWLRQ KDYH EHHQ XVHG GXULQJ 4<<705334 IRU VSHFWUXP
DXFWLRQV RQ VL[ FRQWLQHQWV JHQHUDWLQJ PRUH WKDQ ’433 ELOOLRQ LQ UHYHQXHV1 $PRQJ WKH EHVW0NQRZQ
H[DPSOHV RI WKHVH DXFWLRQV ZHUH WKH 8161 3&6 DXFWLRQV RI 4<<70<9 DQG 5334/ WKH 8. 6* DXFWLRQ
LQ 5333/ DQG WKH *HUPDQ 6* DXFWLRQ LQ 53331 :KHQ ODUJH QXPEHUV RI LGHQWLFDO LWHPV DUH WR EH
DXFWLRQHG†DV LV WKH FDVH LQ WKH LVVXDQFH RI HTXLW\ RU GHEW VHFXULWLHV†LW LV RIWHQ DGYDQWDJHRXV WR
LQVWHDG IRUPXODWH WKH SURFHGXUH DV DQ DVFHQGLQJ FORFN DXFWLRQ1 6LQFH WKH DXFWLRQHHU/ UDWKHU WKDQ
ELGGHUV/ QDPHV WKH SULFHV LQ D FORFN DXFWLRQ/ WKH DXFWLRQHHU KDV JUHDWHU FRQWURO RYHU WKH VSHHG RI
WKH FORFN DXFWLRQ DQG FDQ DVVXUH WKDW LW UXQV DW D GHOLEHUDWH SDFH1 7KH (’) *HQHUDWLRQ &DSDFLW\
$XFWLRQ DQG WKH 8. (PLVVLRQV 7UDGLQJ 6FKHPH $XFWLRQ/ GHVFULEHG LQ WKH QH[W VHFWLRQ/ DUH WZR
H[DPSOHV RI KLJK0VWDNHV DVFHQGLQJ FORFN DXFWLRQV1
Œ￿Œ 6WDQGDUG 5HVXOWV RI $XFWLRQ 7KHRU\
$XFWLRQ IRUPDWV DUH JHQHUDOO\ HYDOXDWHG DFFRUGLQJ WR WZR FULWHULD= HIILFLHQF\/ WKH H[WHQW WR ZKLFK
WKH DXFWLRQ DVVLJQV LWHPV WR WKH ELGGHUV ZKR YDOXH WKHP WKH PRVW> DQG UHYHQXH PD[LPL]DWLRQ/ WKH
H[WHQW WR ZKLFK WKH DXFWLRQ PD[LPL]HV WKH VHOOHU¶V H[SHFWHG UHYHQXHV1 0RVW RI WKH HDUO\ UHVXOWV RI
DXFWLRQ WKHRU\ FRQFHUQ VDOHV RI VLQJOH LWHPV1 ,I ELGGHUV DUH V\PPHWULF DQG KDYH SXUH SULYDWH
YDOXHV/ WKH VHDOHG0ELG ILUVW0SULFH/ WKH VHDOHG0ELG VHFRQG0SULFH/ DQG WKH DVFHQGLQJ +(QJOLVK,
DXFWLRQ DOO DFKLHYH HTXDO HIILFLHQF\ DQG VHOOHU UHYHQXHV1 +RZHYHU/ WR WKH H[WHQW WKDW ELGGHUV¶
YDOXDWLRQV DUH DIILOLDWHG +DSSUR[LPDWHO\ PHDQLQJ SRVLWLYHO\ FRUUHODWHG, ZLWK RQH DQRWKHU/
DVFHQGLQJ DXFWLRQV RXWSHUIRUP VHDOHG0ELG DXFWLRQV ZLWK UHVSHFW WR UHYHQXHV +0LOJURP DQG
:HEHU/ 4<;5,1 7KH LQWXLWLRQ RIWHQ SURYLGHG IRU WKLV UHVXOW LV WKDW VHDOHG0ELG DXFWLRQV DUH
SDUWLFXODUO\ VXVFHSWLEOH WR WKH ‡:LQQHU¶V &XUVH·= D ELGGHU LV PRUH OLNHO\ WR ZLQ DQ DXFWLRQ ZKHQ
RSSRVLQJ ELGGHUV SRVVHVV XQIDYRUDEOH LQIRUPDWLRQ DQG VR/ LQ WKLV VHQVH/ ZLQQLQJ PD\ EH EDG
QHZV1 +RZHYHU/ VLQFH DQ DVFHQGLQJ DXFWLRQ SURYLGHV ELGGHUV ZLWK FRQWLQXRXV IHHGEDFN DERXW WKH
RSSRVLQJ ELGGHUV¶ YDOXDWLRQV/ SURYLGLQJ RSSRUWXQLWLHV WR GUDZ LQIHUHQFHV DQG WR UHVSRQG
DFFRUGLQJO\/ LW DPHOLRUDWHV WKH :LQQHU¶V &XUVH DQG OHDGV RQ DYHUDJH WR PRUH DJJUHVVLYH ELGGLQJ/
WR WKH VHOOHU¶V XOWLPDWH EHQHILW1
46
0RUH UHFHQW ZRUN LQ WKH DXFWLRQ OLWHUDWXUH KDV H[DPLQHG PXOWL0XQLW DXFWLRQV1 0XFK RI WKH
HPSLULFDO HPSKDVLV KDV EHHQ RQ WKH FRPSDULVRQ EHWZHHQ WKH SD\0DV0ELG DXFWLRQ DQG XQLIRUP0
SULFH DXFWLRQ1 ,QGHHG/ WKH 8161 7UHDVXU\ FRQGXFWHG DQ ‡H[SHULPHQW· IURP 4<<5 WR 4<<; RI XVLQJ
WKH XQLIRUP0SULFH DXFWLRQ IRU VHOOLQJ 50\HDU DQG 80\HDU QRWHV DQG XVLQJ WKH SD\0DV0ELG DXFWLRQ IRU
VHOOLQJ RWKHU 7UHDVXU\ GXUDWLRQV +0DOYH\ DQG $UFKLEDOG/ 4<<;,/ DQG WKHQ VZLWFKHG HQWLUHO\ WR WKH
XQLIRUP0SULFH DXFWLRQ LQ 1RYHPEHU 4<<;1 +RZHYHU/ WKH WKHRUHWLFDO OLWHUDWXUH PDNHV FOHDU WKDW/
H[FHSW LQ YHU\ VSHFLDO FLUFXPVWDQFHV/ WKH UHYHQXH UDQNLQJV RI WKH SD\0DV0ELG DQG XQLIRUP0SULFH
DXFWLRQV DUH LQKHUHQWO\ DPELJXRXV/ DQG ERWK IRUPDWV LQHYLWDEO\ \LHOG LQHIILFLHQW RXWFRPHV
+$XVXEHO DQG &UDPWRQ/ 4<<9,1 0RUHRYHU/ DQ\ IRFXV RQ WKH SD\0DV0ELG DQG XQLIRUP0SULFH IRUPDWV
LJQRUHV RWKHU DXFWLRQ DSSURDFKHV WKDW DUH OLNHO\ WR RXWSHUIRUP ERWK1
,Q SDUWLFXODU/ DVFHQGLQJ0ELG PXOWL0XQLW DXFWLRQ IRUPDWV RIIHU VHYHUDO GHFLVLYH DGYDQWDJHV RYHU
VHDOHG0ELG PXOWL0XQLW DXFWLRQ IRUPDWV1 )LUVW/ WKH LQVLJKW IURP VLQJOH0LWHP DXFWLRQV WKDW WKH
FRQWLQXRXV IHHGEDFN DERXW RWKHU ELGGHUV¶ YDOXDWLRQV ZRXOG DPHOLRUDWH WKH :LQQHU¶V &XUVH DQG
OHDG WR PRUH DJJUHVVLYH ELGGLQJ VKRXOG EH H[SHFWHG WR FDUU\ RYHU WR PDQ\ PXOWL0XQLW
46 6HH 0F$IHH DQG 0F0LOODQ +4<;:, IRU DQ H[FHOOHQW VXUYH\ RI WKH HDUO\ UHVXOWV RI DXFWLRQ WKHRU\18
HQYLURQPHQWV1 7KLV LQWXLWLRQ OHG WKH -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW WR
FRQFOXGH= ‡,UUHVSHFWLYH RI ZKHWKHU WKH VLQJOH0SULFH/ VHDOHG0ELG DXFWLRQ ZRXOG SURYH VXSHULRU WR
WKH FXUUHQW SUDFWLFH/ WKH $JHQFLHV EHOLHYH WKDW WKHUH LV DQ DXFWLRQ WHFKQLTXH WKDW PD\ EH VXSHULRU
WR ERWK W\SHV RI VHDOHG0ELG DXFWLRQ WHFKQLTXHV GLVFXVVHG DERYH1 7KLV LV DQ DVFHQGLQJ0SULFH/ RSHQ
DXFWLRQ V\VWHP/ ZKLFK ZLOO EH IHDVLEOH IRU WKH ILUVW WLPH RQFH WKH DXFWLRQV DUH DXWRPDWHG1·
47
6HFRQG/ DVFHQGLQJ0FORFN DXFWLRQV/ EHWWHU WKDQ VHDOHG0ELG DXFWLRQV/ DOORZ ELGGHUV WR PDLQWDLQ WKH
SULYDF\ RI WKHLU YDOXDWLRQV IRU WKH LWHPV EHLQJ VROG1 %LGGHUV QHYHU QHHG WR VXEPLW DQ\ LQGLFDWLRQV
RI LQWHUHVW DW DQ\ SULFHV DERYH WKH DXFWLRQ¶V FOHDULQJ SULFH1 7KLUG/ DQ HIILFLHQW DVFHQGLQJ0ELG
DXFWLRQ IRUPDW/ LPSURYLQJ XSRQ WKH EDVLF FORFN DXFWLRQ GHVLJQ/ KDV EHHQ GHYHORSHG LQ UHFHQW
\HDUV1 7KLV SDSHU ZLOO FRQWLQXH E\/ ILUVW/ LQ 6HFWLRQ 7 GHVFULELQJ WZR SUDFWLFDO LPSOHPHQWDWLRQV RI
FORFN DXFWLRQV/ D Q GW K H QL Q6 H F W L R Q8H[SODLQLQJ WKH HIILFLHQW DVFHQGLQJ0ELG DXFWLRQ1
Ø &DVH 6WXGLHVª +LJK￿6WDNHV $XFWLRQV LQ 2WKHU 6HFWRUV RI WKH (FRQRP\
7KLV VHFWLRQ RI WKH SDSHU GRHV QRW LQ DQ\ ZD\ DWWHPSW WR SURYLGH D FRPSUHKHQVLYH VXUYH\ RI
PRGHUQ DXFWLRQ WHFKQLTXHV DV DSSOLHG WR RWKHU VHFWRUV RI WKH HFRQRP\1 5DWKHU/ LW IRFXVHV RQ WZR
VSHFLILF KLJK0VWDNHV/ UHDO0ZRUOG DXFWLRQV XWLOL]LQJ GHVLJQV WKDW DUH DOVR ZHOO VXLWHG IRU ILQDQFLDO
VHUYLFHV DSSOLFDWLRQV/ LQFOXGLQJ WKH LVVXDQFH RI VHFXULWLHV1 7KH\ DUH ERWK SURMHFWV WKDW WKH DXWKRU
KDV KHOSHG WR UXQ GXULQJ WKH WLPH VLQFH KH DJUHHG WR ZULWH WKLV SDSHU1
Ø￿￿ 7KH (OHFWULFLWp GH )UDQFH ı(’)￿ *HQHUDWLRQ &DSDFLW\ $XFWLRQV
(OHFWULFLWp GH )UDQFH +(’),/ WKH GRPLQDQW SRZHU SURGXFHU LQ )UDQFH DQG WKH ZRUOG¶V ODUJHVW
HOHFWULFLW\ JURXS/ FRPPLWWHG LQ DQ DJUHHPHQW ZLWK WKH (XURSHDQ &RPPLVVLRQ +LQ FRQQHFWLRQ ZLWK
(’)¶V DFTXLVLWLRQ RI D VXEVWDQWLDO LQWHUHVW LQ *HUPDQ XWLOLW\ (QHUJLH %DGHQ0:￿UWWHPEHUJ $*, WR
EHJLQ WKH GLYHVWPHQW RI 9/333 PHJDZDWWV RI JHQHUDWLRQ FDSDFLW\ LQ 53341 7KH 9/333 PHJDZDWWV WR
EH VROG UHSUHVHQWHG DSSUR[LPDWHO\ 43( RI )UDQFH¶V HOHFWULFLW\ VXSSO\1 7KLV GLYHVWPHQW ZRXOG EH
DFFRPSOLVKHG QRW E\ VHOOLQJ WKH SK\VLFDO SRZHU SODQWV/ EXW E\ VHOOLQJ ‡YLUWXDO SRZHU SODQWV·
+933¶V,/ RSWLRQ FRQWUDFWV UHSOLFDWLQJ WKH RXWSXWV RI WKH SRZHU SODQWV1 7ZR EDVLF W\SHV RI YLUWXDO
SRZHU SODQWV ZRXOG EH VROG=+ D ,EDVH0ORDG 933¶V/ ZKRVH VWULNH SULFHV ZRXOG HTXDO WKH YDULDEOH
FRVW RI D QXFOHDU SRZHU SODQW +DQG VR WKH RSWLRQV ZRXOG EH H[HUFLVHG HVVHQWLDOO\ DURXQG WKH
FORFN/ 698 GD\V SHU \HDU,> DQG +E, SHDN0ORDG 933¶V/ ZKRVH VWULNH SULFHV ZRXOG HTXDO WKH YDULDEOH
FRVW RI D SHDN ORDG SODQW +DQG VR WKH RSWLRQV ZRXOG EH H[HUFLVHG RQO\ DW SHDN WLPHV,1 %DVH0ORDG
DQG SHDN0ORDG 933¶V LQ D YDULHW\ RI GXUDWLRQV ZRXOG EH RIIHUHG1 ,Q DGGLWLRQ/ D WKLUG W\SH RI
SURGXFW/ ‡3RZHU 3XUFKDVH $JUHHPHQWV· +33$¶V,/ ZRXOG EH VROG1 33$¶V UHSUHVHQW D EORFN RI
SRZHU EDVHG RQ WKH RXWSXW IURP FR0JHQHUDWLRQ SODQWV XQGHU SRZHU SXUFKDVH FRQWUDFWV1
7KH )UHQFK JHQHUDWLRQ FDSDFLW\ LV EHLQJ VROG E\ ZD\ RI D G\QDPLF/ DVFHQGLQJ0FORFN DXFWLRQ1
7R GDWH/ (’) KDV FRQGXFWHG WKUHH FDSDFLW\ DXFWLRQV/ LQ 6HSWHPEHU 5334/ ’HFHPEHU 5334 DQG
0DUFK 5335/ DGYLVHG E\ 3ULFHZDWHUKRXVH&RRSHUV DQG 0DUNHW ’HVLJQ ,QF1 7KH IROORZLQJ
GHVFULSWLRQ ZLOO ODUJHO\ IRFXV RQ WKH ILUVW DXFWLRQ/ LQ ZKLFK 933¶V UHSUHVHQWLQJ VRPH 633 PLOOLRQ
(XURV ZRUWK RI HOHFWULFLW\ ZHUH VROG1
48
47 8161 ’HSDUWPHQW RI WKH 7UHDVXU\/ 8161 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ/ DQG %RDUG RI *RYHUQRUV RI WKH
)HGHUDO 5HVHUYH 6\VWHP +4<<5,/ -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW/ SS1 470481
48 7KH DXWKRU PDQDJHG 0DUNHW ’HVLJQ ,QF1¶V SDUWLFLSDWLRQ LQ WKH SURMHFW/ ZKLFK LQFOXGHG GHVLJQLQJ WKH DXFWLRQ/
GHYHORSLQJ WKH DXFWLRQ VRIWZDUH/ DQG DGYLVLQJ (’) LQ WKH FRQGXFW RI WKH DXFWLRQ1 0RUH GHWDLOHG LQIRUPDWLRQ DERXW
WKH (’) *HQHUDWLRQ &DSDFLW\ $XFWLRQV LV DYDLODEOH DW WKH IROORZLQJ 85/¶V=
KWWS=22ZZZ1HIILFLHQWDXFWLRQV1FRP2HOHFWULFLW\1KWP DQG KWWS=22ZZZ1HGI1IU2KWP2HQ2HQFKHUH2HQFKHUH219
,Q WKH ILUVW DXFWLRQ/ DQ LQLWLDO WUDQFKH RI 4/4<3 PHJDZDWWV +0:, RI HOHFWULFLW\ ZDV RIIHUHG1 7KLV
JHQHUDWLRQ FDSDFLW\ ZDV VROG LQ ILIWHHQ SURGXFWV/ RUGHUHG DV ILYH SURGXFW ‡JURXSV·=
x 3URGXFW *URXS $= 933 %DVH0/RDG 3URGXFW
R 6L[ GXUDWLRQV/ DOO EHJLQQLQJ 42425335
R 6XSSO\   ;33 0:
x 3URGXFW *URXS %= 933 3HDN0/RDG 3URGXFW
R 6L[ GXUDWLRQV/ DOO EHJLQQLQJ 42425335
R 6XSSO\   533 0:
x 3URGXFW *URXS &= 933 %DVH0/RDG 3URGXFW
R 2QH GXUDWLRQ= 442425334 – 4526425334
R 6XSSO\   ;33 0:/ OLPLWHG E\ *URXS $
x 3URGXFW *URXS ’= 933 3HDN0/RDG 3URGXFW
R 2QH GXUDWLRQ= 442425334 – 4526425334
R 6XSSO\   533 0:/ OLPLWHG E\ *URXS %
x 3URGXFW *URXS (= 33$ 3URGXFW
R 2QH GXUDWLRQ= 42425335 – 4526425335
R 6XSSO\   4<3 0:
,Q EURDG SHUVSHFWLYH/ WKH DXFWLRQ LV FRQGXFWHG DV D SUDFWLFDO LPSOHPHQWDWLRQ RI WKH ILFWLWLRXV
‡:DOUDVLDQ DXFWLRQHHU· RI PLFURHFRQRPLFV WKHRU\1 7KH DXFWLRQHHU +VHOOHU, EHJLQV WKH DXFWLRQ E\
DQQRXQFLQJ D SULFH YHFWRU IRU HDFK RI WKH 48 SURGXFWV1 7KH SDUWLFLSDWLQJ ELGGHUV +EX\HUV, HDFK
UHVSRQG ZLWK D TXDQWLW\ GHPDQGHG RI HDFK RI WKH 48 SURGXFWV +OLPLWHG E\ D FRQVWUDLQW WKDW QR
VLQJOH ELGGHU FDQ GHPDQG PRUH WKDQ 78( RI WKH DYDLODEOH VXSSO\,1 7KH DXFWLRQHHU DQQRXQFHV WKH
DJJUHJDWH GHPDQG IRU HDFK SURGXFW/ FRPSDUHV WKH DJJUHJDWH GHPDQG IRU HDFK SURGXFW JURXS ZLWK
WKH DYDLODEOH VXSSO\/ DQG DGMXVWV WKH SULFH YHFWRU DFFRUGLQJO\1 7KH SURFHVV LV UHSHDWHG XQWLO DOO RI
WKH SURGXFW JURXSV FOHDU1
7KH (’) *HQHUDWLRQ &DSDFLW\ $XFWLRQV DUH LPSOHPHQWHG RQ SURSULHWDU\/ FRPPHUFLDO0JUDGH
VRIWZDUH GHVLJQHG IRU FORFN DXFWLRQV1 7KH DXFWLRQ VRIWZDUH RSHUDWHV RQ D ZHE VHUYHU ORFDWHG LQ
(XURSH/ ZLWK D EDFNXS VHUYHU ORFDWHG LQ WKH 8QLWHG 6WDWHV1 %LGGHUV VXEPLW ELGV LQ WKH DXFWLRQ DQG
IROORZ WKH DXFWLRQ¶V SURJUHVV XVLQJ VWDQGDUG ZHE EURZVHUV +,QWHUQHW ([SORUHU RU 1HWVFDSH
1DYLJDWRU,1 7KH DXFWLRQ VRIWZDUH XWLOL]HV D YDULHW\ RI VHFXULW\ IHDWXUHV/ LQFOXGLQJ= 45;0ELW 66/
+WKH VDPH HQFU\SWLRQ VWDQGDUG XVHG E\ ILQDQFLDO LQVWLWXWLRQV RQ WKH ,QWHUQHW,> D GLJLWDO FHUWLILFDWH
IRU HVWDEOLVKLQJ DXWKHQWLILFDWLRQ> D ZHE VHUYHU SURWHFWHG E\ D ILUHZDOO> DQG ORJLQ ,’¶V DQG
SDVVZRUGV GLVWULEXWHG WR ELGGHUV E\ QRQ0HOHFWURQLF PHDQV1 ,Q WKH HYHQW WKDW DQ LQGLYLGXDO ELGGHU
VXIIHUV IDLOXUH RI KLV RZQ FRPSXWHU V\VWHP RU ,QWHUQHW FRQQHFWLRQ/ WKH ELGGHU FRQWDFWV WKH DXFWLRQ
DGPLQLVWUDWRU DQG VXEPLWV KLV ELG E\ ID[1 7KH VRIWZDUH WKHQ SHUPLWV WKH DXFWLRQ DGPLQLVWUDWRU WR
HQWHU D ELG RQ EHKDOI RI D ELGGHU1 $OO WUDQVDFWLRQV RQ WKH DXFWLRQ V\VWHP DUH UHFRUGHG LQ DQ DXGLW
ILOH1 7KH DXGLW ILOH QRWHV WKH WLPH DQG DPRXQW RI DOO ELG VXEPLVVLRQV1 ,W DOVR UHFRUGV VXFK RWKHU
HYHQWV DV D ELG SODFHG E\ WKH DXFWLRQ DGPLQLVWUDWRU RQ EHKDOI RI D ELGGHU1
7KH WKUHH (’) *HQHUDWLRQ &DSDFLW\ $XFWLRQV WR GDWH DSSHDU WR KDYH EHHQ HQWLUHO\ VXFFHVVIXO1
7KH\ KDYH DWWUDFWHG WKH SDUWLFLSDWLRQ RI VRPH 78 HQHUJ\ WUDGHUV DQG VXSSOLHUV/ ZLWK PRUH WKDQ
53 ELGGHUV HPHUJLQJ DV VXFFHVVIXO SXUFKDVHUV1 7KH ILUVW WZR DXFWLRQV FRQFOXGHG LQ WHQ URXQGV
HDFK/ DQG WKH WKLUG DXFWLRQ FRQFOXGHG LQ QLQH URXQGV1 ’XH WR WKH IDFW WKDW LW ZDV WKH ILUVW DXFWLRQ/:
WKH 6HSWHPEHU DXFWLRQ ZDV FRQGXFWHG RQ D UHODWLYHO\ UHOD[HG VFKHGXOH DQG WRRN WZR GD\V1
%HJLQQLQJ ZLWK WKH VHFRQG DXFWLRQ/ WKH ELGGLQJ KDV FRQFOXGHG LQ D VLQJOH GD\= WKH ELGGHUV ZHUH
H[SHULHQFHG/ DQG DIWHU WKH VHFRQG URXQG/ WKH DXFWLRQ FRXOG EH FRQGXFWHG RQ D VFKHGXOH RI 630
PLQXWH ELGGLQJ URXQGV IROORZHG E\ 630PLQXWH EUHDNV EHWZHHQ URXQGV1
7KH SDUWLHV LQYROYHG FRQVLGHU WKH DXFWLRQ SURFHVV WR KDYH DFKLHYHG DQ H[WUHPHO\ JRRG UHVXOW1
7KH HOHFWULFLW\ JHQHUDOO\ WUDGHG DW D SUHPLXP UHODWLYH WR VHFRQGDU\0PDUNHW SULFHV LQ QHDUE\
FRXQWULHV1 7KH DXFWLRQ VRIWZDUH SHUIRUPHG IODZOHVVO\1 7KH VLPXOWDQHRXV DVFHQGLQJ0FORFN DXFWLRQ
IRUPDW VHHPV WR KDYH EHHQ VXFFHVVIXO LQ SHUVXDGLQJ ELGGHUV WR ELG XS WR WKHLU IXOO YDOXDWLRQV1
7KLV IRUPDW DOVR HQDEOHG ELGGHUV WR EDVH WKHLU GHPDQGV IRU HDFK SURGXFW RQ WKH SULFHV RI DOO WKH
SURGXFWV/ DQG WKH YDULRXV SURGXFW JURXSV FORVHG LQ D TXLFN DQG RUGHUO\ VXFFHVVLRQ1
Ø￿º 7KH 8QLWHG .LQJGRP *UHHQKRXVH *DV (PLVVLRQV 7UDGLQJ 6FKHPH $XFWLRQ
,Q 5335/ WKH 8QLWHG .LQJGRP JRYHUQPHQW LV LQLWLDWLQJ D *UHHQKRXVH *DV (PLVVLRQV 7UDGLQJ
6FKHPH +(76, LQWHQGHG WR IDFLOLWDWH DQ HIILFLHQW UHGXFWLRQ LQ JUHHQKRXVH JDV HPLVVLRQV1 $V SDUW
RI WKH LQWURGXFWLRQ RI WKLV DUUDQJHPHQW/ WKH JRYHUQPHQW KDV RIIHUHG LQFHQWLYH SD\PHQWV WR 8.
FRPSDQLHV FRPPLWWLQJ WR JUHHQKRXVH JDV HPLVVLRQ UHGXFWLRQV1 (PLVVLRQ UHGXFWLRQV WKDW DUH SDLG
IRU IURP WKH LQFHQWLYHV IXQG IRUP FRPSDQ\ HPLVVLRQ UHGXFWLRQ WDUJHWV1 &RPSDQLHV ZLOO KDYH WKH
RSWLRQ RI PHHWLQJ WKHLU HPLVVLRQ UHGXFWLRQ WDUJHWV E\ HLWKHU UHGXFLQJ WKHLU HPLVVLRQV RU E\
SXUFKDVLQJ HPLVVLRQ SHUPLWV IURP RWKHU SDUWLFLSDQWV LQ WKH (761 &RPSDQLHV ZLOO DOVR EH DEOH WR
VHOO RU EDQN HPLVVLRQ SHUPLWV LI WKH\ UHGXFH WKHLU HPLVVLRQV IXUWKHU WKDQ WKHLU WDUJHWV UHTXLUH1
7KH 8. JRYHUQPHQW DOORFDWHG WKH LQFHQWLYH SD\PHQWV DPRQJ 8. FRPSDQLHV E\ DXFWLRQ1 ,Q WKH
ZRUOG¶V ILUVW DXFWLRQ IRU JUHHQKRXVH JDV UHGXFWLRQ/ 0DUFK 44 DQG 45/ 5335/ WKH 8. JRYHUQPHQW
RIIHUHG LQFHQWLYH SD\PHQWV RI ￿548 PLOOLRQ1 7KH JRYHUQPHQW ZDV DGYLVHG E\ (QYLURQPHQWDO
5HVRXUFHV 0DQDJHPHQW/ 1DWVRXUFH 7XOOHWW (XURSH/ DQG 0DUNHW ’HVLJQ ,QF1
49
7KH DXFWLRQ ZDV FRQGXFWHG ZLWK D GHVFHQGLQJ SULFH FORFN/ RQ DFFRXQW WKDW LW ZDV D SURFXUHPHQW
DXFWLRQ +RU ‡UHYHUVH DXFWLRQ·,= WKH JRYHUQPHQW VRXJKW WR SXUFKDVH HPLVVLRQ UHGXFWLRQV DW
PLQLPXP FRVW1 7KH DXFWLRQHHU +EX\HU, SRVWHG D SULFH LQ ￿ SHU PHWULF WRQ RI &25 +RU WKH
HTXLYDOHQW, DQG ELGGHUV +ILUPV, ELG WKH TXDQWLW\ LQ PHWULF WRQV RI HPLVVLRQ UHGXFWLRQV WKDW WKH\
ZHUH SUHSDUHG WR PDNH DW WKDW SULFH1 ,Q HDFK QHZ URXQG/ WKH JRYHUQPHQW DQQRXQFHG D
VXFFHVVLYHO\ ORZHU SULFH DQG ELGGHUV LQGLFDWHG WKH TXDQWLW\ RI HPLVVLRQ UHGXFWLRQV WKDW WKH\ ZHUH
SUHSDUHG WR PDNH DW WKH ORZHU SULFH1
6; 8. ILUPV ORJJHG RQWR D ZHEVLWH/ ZZZ1HWVDXFWLRQ1FRP/ DQG SDUWLFLSDWHG LQ WKH DXFWLRQ1 ,Q WKH
ILUVW URXQG RI ELGGLQJ/ WKH DXFWLRQHHU QDPHG D SULFH RI ￿433 SHU PHWULF WRQ/ DQG WKH ELGGHUV
FROOHFWLYHO\ LQGLFDWHG D ZLOOLQJQHVV WR UHGXFH WKHLU HPLVVLRQV E\ 71< PLOOLRQ PHWULF WRQV1 7KH
SULFH ZDV WKHQ DOORZHG WR GHVFHQG XQWLO D SRLQW ZDV UHDFKHG ZKHUH WKH EXGJHWHG ￿548 PLOOLRQ LQ
LQFHQWLYH PRQLHV ZDV H[DFWO\ VSHQW1 7KLV RFFXUUHG LQ 5RXQG </ DW D SULFH RI ￿8616: SHU PHWULF
49 7KH DXWKRU +WRJHWKHU ZLWK 8QLYHUVLW\ RI 0DU\ODQG 3URIHVVRU 3HWHU &UDPWRQ, FR0PDQDJHG 0DUNHW ’HVLJQ ,QF1¶V
SDUWLFLSDWLRQ LQ WKH SURMHFW/ ZKLFK LQFOXGHG GHVLJQLQJ WKH DXFWLRQ/ GHYHORSLQJ WKH DXFWLRQ VRIWZDUH/ DQG DGYLVLQJ WKH
JRYHUQPHQW LQ WKH FRQGXFW RI WKH DXFWLRQ1 0RUH GHWDLOHG LQIRUPDWLRQ DERXW WKH 8. (76 $XFWLRQ LV DYDLODEOH DW WKH
IROORZLQJ 85/¶V=
KWWS=22ZZZ1HIILFLHQWDXFWLRQV1FRP2FR51KWP DQG KWWS=22ZZZ1GHIUD1JRY1XN2HQYLURQPHQW2FOLPDWHFKDQJH2WUDGLQJ2LQGH[1KWP1;
WRQ1 7KH 67 ZLQQLQJ ELGGHUV FROOHFWLYHO\ WRRN RQ WKH REOLJDWLRQ WR UHGXFH WKHLU DQQXDO
JUHHQKRXVH JDV HPLVVLRQV EHORZ WKHLU 4<<;05333 OHYHOV E\ 7 PLOOLRQ PHWULF WRQV RYHU ILYH \HDUV1
:KLOH WKH GHVLJQ RI WKH 8. (76 DXFWLRQ LV TXLWH D ELW VLPSOHU WKDQ WKDW RI WKH (’) DXFWLRQ/ WKUHH
DVSHFWV RI WKH GHVLJQ PD\ EH HVSHFLDOO\ LQVWUXFWLYH WR WKH LVVXDQFH RI QHZ HTXLW\ VHFXULWLHV1 )LUVW/
DV LV W\SLFDOO\ WKH FDVH ZLWK HTXLW\ LVVXDQFH/ WKHUH ZDV MXVW D VLQJOH SURGXFW EHLQJ DXFWLRQHG†EXW
LQ HQRUPRXV TXDQWLWLHV1 $ FORFN DXFWLRQ GHVLJQ/ ZKHUH WKH DXFWLRQHHU QDPHV SULFHV DQG ELGGHUV
UHVSRQG ZLWK TXDQWLWLHV/ LV SDUWLFXODUO\ ZHOO VXLWHG IRU VXFK FLUFXPVWDQFHV1 ,QGHHG/ HVVHQWLDOO\ WKH
LGHQWLFDO UXOHV DQG VRIWZDUH V\VWHP IURP WKH (76 DXFWLRQ FRXOG EH XVHG IRU ,32¶V/ RQO\ ZLWK WKH
SULFH FORFN DGMXVWHG WR DVFHQG UDWKHU WKDQ GHVFHQG1
6HFRQG/ WKH UROH RI SULFH GLVFRYHU\ ZDV SDUWLFXODUO\ LPSRUWDQW LQ WKH 8. (76 DXFWLRQ> QRERG\
DSSHDUHG WR KDYH D FOHDU LGHD DV WR WKH WUXH HFRQRP\0ZLGH FRVW RI UHGXFLQJ &25 DQG HTXLYDOHQW
HPLVVLRQV1 ,Q WKLV UHVSHFW/ WKH (76 DXFWLRQ ZDV YHU\ FORVH LQ VSLULW WR D VSHFXODWLYH ,32/ ZKHUH
DJDLQ LW LV RIWHQ GLIILFXOW WR SUHGLFW ZLWK DQ\ DFFXUDF\ WKH FORVLQJ SULFH DIWHU WKH ILUVW GD\ RI
WUDGLQJ1 ,W LV SUHFLVHO\ LQ VXFK D VLWXDWLRQ RI VXEVWDQWLDO YDOXH XQFHUWDLQW\ ZKHUH G\QDPLF DXFWLRQ
SURFHVVHV RIIHU WKH VWURQJHVW DGYDQWDJHV DV FRPSDUHG WR VHDOHG0ELG DXFWLRQV1
7KLUG/ DV LOOXVWUDWHG E\ WKH 8. (76 DXFWLRQ/ G\QDPLF FORFN DXFWLRQV PD\ HDVLO\ DFFRPPRGDWH
VLWXDWLRQV ZKHUH WKH TXDQWLW\ EHLQJ DXFWLRQHG PD\ GHSHQG RQ WKH PDUNHW0FOHDULQJ SULFH1 7KH (76
DXFWLRQ ZDV DQ H[WUHPH FDVH RI WKLV= WKH WRWDO TXDQWLW\ RI HPLVVLRQ UHGXFWLRQV WUDQVDFWHG HTXDOHG
D SUHGHWHUPLQHG EXGJHW GLYLGHG E\ WKH PDUNHW0FOHDULQJ SULFH1 -XVW DV HDVLO\/ DQ ,32 DXFWLRQ PD\
EH LPSOHPHQWHG LQ ZKLFK D VPDOOHU QXPEHU RI VKDUHV DUH RIIHUHG DW D ORZHU SULFH DQG D ODUJHU
QXPEHU RI VKDUHV DUH RIIHUHG DW D KLJKHU SULFH +RU WKH UHYHUVH,1
Ł $XFWLRQ 7KHRU\æ &RQWLQXHGª 7KH (IILFLHQW $VFHQGLQJ $XFWLRQ
7KH DXFWLRQ IRUPDW GHVFULEHG LQ GHSWK LQ WKH SUHYLRXV VHFWLRQ/ IRU WKH (’) DQG (76 DXFWLRQV/ LV D
G\QDPLF YHUVLRQ RI WKH XQLIRUP0SULFH DXFWLRQ1 7KH SULFH LV DOORZHG WR DGMXVW LWHUDWLYHO\ XQWLO
GHPDQG HTXDOV VXSSO\/ ELGGHUV DUH DOORWWHG WKH TXDQWLWLHV WKDW WKH\ ELG DW WKH ILQDO FOHDULQJ SULFH/
DQG HDFK ELGGHU¶V SD\PHQW HTXDOV WKH ILQDO FOHDULQJ SULFH PXOWLSOLHG E\ KLV ILQDO TXDQWLW\1 7KLV
VHFWLRQ RI WKH SDSHU GHVFULEHV DQ DOWHUQDWLYH G\QDPLF DXFWLRQ GHVLJQ/ VRPHWLPHV UHIHUUHG WR DV
WKH ‡$XVXEHO DXFWLRQ1· ,W XWLOL]HV WKH VDPH JHQHUDO VWUXFWXUH/ EXW D GLIIHUHQW SD\PHQW UXOH1
7KHRUHWLFDOO\ DQG H[SHULPHQWDOO\/ WKLV DOWHUQDWLYH GHVLJQ \LHOGV PRUH HIILFLHQW DOORFDWLRQV WKDQ D
XQLIRUP0SULFH DXFWLRQ/ DQG LW PD\ EH HVSHFLDOO\ ZHOO VXLWHG IRU VHFXULW\ LVVXDQFH1 $ PRUH GHWDLOHG
GHVFULSWLRQ DQG UHVXOWV FDQ EH IRXQG LQ $XVXEHO +4<<:/ 5333D,1
Ł￿￿ ,OOXVWUDWLYH ([DPSOH
7KLV HIILFLHQW DVFHQGLQJ0FORFN SURFHGXUH LV HDVLHVW LOOXVWUDWHG ZLWK DQ H[DPSOH ZKHUH ILYH XQLWV
RI LGHQWLFDO LWHPV DUH DYDLODEOH IRU DXFWLRQ/ DOWKRXJK WKH SURFHGXUH ZLOO ZRUN MXVW DV HDVLO\ ZLWK
ILYH PLOOLRQ XQLWV +H1J1/ VKDUHV RI VWRFN LQ DQ ,32,1 )RU VLPSOLFLW\/ OHW XV VXSSRVH WKDW WKHUH DUH
IRXU ELGGHUV1 6XSSRVH WKDW WKH DXFWLRQ EHJLQV ZLWK WKH DXFWLRQHHU DQQRXQFLQJ D SULFH RI 43/ DQG
VXSSRVH WKDW WKH ELGGHUV UHVSRQG ZLWK WKH IROORZLQJ TXDQWLWLHV=<
3ULFH %LGGHU $ %LGGHU % %LGGHU & %LGGHU ’
4 3 6555
7KHQ/ DW WKH LQLWLDO SULFH RI 43/ WKH DJJUHJDWH GHPDQG RI 6.5.5.5 <H[FHHGV WKH DYDLODEOH
VXSSO\ RI 81 7KH SULFH QHHGV WR DGMXVW XSZDUG/ DQG DVVXPH WKDW LW LQFUHDVHV FRQWLQXRXVO\1 1RZ
VXSSRVH WKDW WKH ELGGHUV FRQWLQXH WR ELG WKH VDPH TXDQWLWLHV XQWLO WKH SULFH UHDFKHV 58/ DW ZKLFK
SRLQW %LGGHU ’ GURSV RXW RI WKH DXFWLRQ/ \LHOGLQJ=
3ULFH %LGGHU $ %LGGHU % %LGGHU & %LGGHU ’
5 8 6553
$W WKH SULFH RI 58/ WKH DJJUHJDWH GHPDQG RI 6.5.5.3 :FRQWLQXHV WR H[FHHG WKH DYDLODEOH
VXSSO\ RI 81 +RZHYHU/ H[DPLQH WKLV VLWXDWLRQ FDUHIXOO\ IURP %LGGHU $¶V SHUVSHFWLYH1 %LGGHU $¶V
RSSRQHQWV FROOHFWLYHO\ GHPDQG RQO\ 5.5.3 7XQLWV/ ZKHUHDV 8 XQLWV DUH DYDLODEOH1 ,W PD\
QRZ EH VDLG WKDW %LGGHU $ KDV FOLQFKHG ZLQQLQJ 4 XQLW= ZKDWHYHU KDSSHQV QRZ +SURYLGHG WKDW
%LGGHUV % – ’ ELG PRQRWRQLFDOO\,/ %LGGHU $ LV FHUWDLQ WR ZLQ DW OHDVW 4 XQLW1 7KH DXFWLRQ UXOHV
WDNH WKH IDFW RI FOLQFKLQJ OLWHUDOO\/ DQG DZDUG D XQLW WR %LGGHU $ DW WKH FOLQFKLQJ SULFH RI 581
6LQFH WKHUH LV VWLOO H[FHVV GHPDQG/ WKH DXFWLRQHHU FRQWLQXHV WR DGMXVW WKH SULFH XSZDUG1 6XSSRVH
WKDW WKH QH[W FKDQJH LQ ELGGHUV¶ GHPDQGV RFFXUV DW D SULFH RI 63/ DW ZKLFK SRLQW ELGGHU % UHGXFHV
KHU GHPDQG IURP 5 WR 4/ \LHOGLQJ=
3ULFH %LGGHU $ %LGGHU % %LGGHU & %LGGHU ’
6 3 6453
$W WKH SULFH RI 63/ WKH DJJUHJDWH GHPDQG RI 6.4.5.3 9FRQWLQXHV WR H[FHHG WKH DYDLODEOH
VXSSO\ RI 81 +RZHYHU/ DJDLQ/ H[DPLQH WKLV VLWXDWLRQ FDUHIXOO\ IURP %LGGHU $¶V SHUVSHFWLYH1
%LGGHU $¶V RSSRQHQWV FROOHFWLYHO\ GHPDQG RQO\ 4.5.3 6XQLWV/ ZKHUHDV 8 XQLWV DUH
DYDLODEOH1 ,W PD\ QRZ EH VDLG WKDW %LGGHU $ KDV FOLQFKHG ZLQQLQJ 5 XQLWV= ZKDWHYHU KDSSHQV QRZ
+SURYLGHG WKDW %LGGHUV % – ’ ELG PRQRWRQLFDOO\,/ %LGGHU $ LV FHUWDLQ WR ZLQ DW OHDVW 5 XQLWV1 7KH
DXFWLRQ UXOHV FRQWLQXH WR WDNH WKH IDFW RI FOLQFKLQJ OLWHUDOO\/ DQG DZDUG D VHFRQG XQLW WR %LGGHU $
DW WKH QHZ FOLQFKLQJ SULFH RI 631 % \W K HV D P HW R N H Q /OHW XV H[DPLQH WKLV VLWXDWLRQ FDUHIXOO\ IURP
%LGGHU &¶V SHUVSHFWLYH1 %LGGHU &¶V RSSRQHQWV FROOHFWLYHO\ GHPDQG RQO\ 6.4.3 7XQLWV/
ZKHUHDV 8 XQLWV DUH DYDLODEOH1 ,W PD\ WKHUHIRUH EH VDLG WKDW %LGGHU & KDV FOLQFKHG ZLQQLQJ 4 XQLW=
ZKDWHYHU KDSSHQV QRZ +SURYLGHG WKDW %LGGHUV $/ % DQG ’ ELG PRQRWRQLFDOO\,/ %LGGHU & LV
FHUWDLQ WR ZLQ DW OHDVW 4 XQLW1 7KH DXFWLRQ UXOHV WDNH WKH IDFW RI FOLQFKLQJ OLWHUDOO\/ DQG DZDUG D
XQLW WR %LGGHU & DW WKH FOLQFKLQJ SULFH RI 631
6LQFH WKHUH LV VWLOO H[FHVV GHPDQG/ WKH DXFWLRQHHU FRQWLQXHV WR DGMXVW WKH SULFH XSZDUG1 6XSSRVH
WKDW WKH ILQDO FKDQJH LQ ELGGHUV¶ GHPDQGV RFFXUV DW D SULFH RI 68/ DW ZKLFK SRLQW ELGGHU % UHGXFHV
KHU GHPDQG IURP 4 WR 3/ \LHOGLQJ=43
3ULFH %LGGHU $ %LGGHU % %LGGHU & %LGGHU ’
6 8 6353
$W WKH SULFH RI 68/ WKH DJJUHJDWH GHPDQG RI 6.3.5.3 8LV EURXJKW HTXDO WR WKH VXSSO\ RI 81
7KXV/ WKH PDUNHW0FOHDULQJ SULFH LV 681 %LGGHU $/ ZKR KDG DOUHDG\ UHFHLYHG D ILUVW XQLW DW 58 DQG D
VHFRQG XQLW DW 63/ ZLQV D WKLUG XQLW DW 681 %LGGHU &/ ZKR KDG DOUHDG\ UHFHLYHG D ILUVW XQLW DW 63/
ZLQV D VHFRQG XQLW DW 681 ,Q VXPPDU\/ ZH KDYH WKH IROORZLQJ DXFWLRQ RXWFRPH=
%LGGHU $ %LGGHU % %LGGHU & %LGGHU ’
8QLWV :RQ 6353
3D\PHQWV 58.63.68 3 63 . 68 3
7KXV/ ELGGHUV DUH DZDUGHG WKH TXDQWLWLHV WKDW WKH\ ELG DW WKH ILQDO SULFH/ EXW ELGGHUV SD\
DFFRUGLQJ WR WKH SULFHV DW ZKLFK WKH\ FOLQFK WKH YDULRXV XQLWV1
Ł￿º 0DWKHPDWLFDO ’HVFULSWLRQ
/HW S EH WKH SULFH WKDW LV SRVWHG E\ WKH DXFWLRQHHU DQG LV LQFUHDVHG FRQWLQXRXVO\1
4: /HW Q EH WKH
QXPEHU RI ELGGHUV/ OHW 6 EH WKH VXSSO\ RI LWHPV EHLQJ DXFWLRQHG/ OHW +, L [SGHQRWH WKH TXDQWLW\ ELG
E\ ELGGHU L DW SULFH S/ DQG OHW +, +, LM ML [S [ S ￿ z   ƒ GHQRWH WKH DJJUHJDWH TXDQWLW\ ELG E\ ELGGHU
L¶V RSSRQHQWV DW SULFH S1 7KHQ WKH FXPXODWLYH DPRXQW FOLQFKHG E\ ELGGHU L DW SULFH S LV GHILQHG E\
WKH IROORZLQJ HTXDWLRQ=
^‘ 1 +, PD[ 3/ + , LL FS 6 [ S ￿  ￿ +4,
/HW - S GHQRWH WKH FOHDULQJ SULFH/ L1H1/ ^‘ 4
- = PLQ +,
Q
M M SS [S 6     d ƒ / DQG OHW 3 S GHQRWH WKH
LQLWLDO SULFH LQ WKH DXFWLRQ1 %LGGHU L ZLQV WKH TXDQWLW\/ - +, L [S/ RI XQLWV ELG DW WKH FOHDULQJ SULFH1





LL S \ S GF S  ‡ +5,
ZKHUH (T1 +5, LV FDOFXODWHG DV D 6WLHOWMHV LQWHJUDO1 7KLV PHDQV WKDW/ DW HYHU\ SRLQW ZKHUH WKH YDOXH
+, L FSLQFUHDVHV E\ RQH XQLW/ DQ DPRXQW HTXDO WR WKH FXUUHQW YDOXH RI S LV DGGHG WR WKH SD\PHQW
+L1H1/ H[DFWO\ WKH FOLQFKLQJ FDOFXODWLRQ GHVFULEHG LQIRUPDOO\ DERYH,1
Ł￿Œ 5HVXOWV RQ WKH (IILFLHQW $VFHQGLQJ $XFWLRQ
0DQ\ FRQYHQWLRQDO DXFWLRQ IRUPDWV IRU PXOWLSOH LWHPV KDYH WKHRUHWLFDO SURSHUWLHV WKDW DUH OHVV
WKDQ LGHDO1 ,Q SDUWLFXODU/ LQ WKH VHDOHG0ELG XQLIRUP0SULFH DXFWLRQ +GHVFULEHG LQ 6HFWLRQ 6, WKDW LV
4: $Q DQDORJRXV GHVFULSWLRQ ZRXOG DSSO\ WR D GHVFHQGLQJ0FORFN SURFXUHPHQW DXFWLRQ +RU ‡UHYHUVH DXFWLRQ·,/ RQO\
QRZ WKH DXFWLRQHHU ZRXOG SD\ WKH ZLQQLQJ ELGGHUV144
QRZ XVHG IRU WKH 8161 7UHDVXU\ DXFWLRQ/ RSWLPL]LQJ ELGGHUV HQJDJH LQ ‡GHPDQG UHGXFWLRQ·
+$XVXEHO DQG &UDPWRQ/ 4<<9,1 %LGGHUV KDYH DQ LQFHQWLYH WR ELG OHVV WKDQ WKHLU WUXH YDOXDWLRQV/
DQG WKH LQFHQWLYH IRU GHPDQG UHGXFWLRQ LQFUHDVHV LQ WKH TXDQWLW\ ELG1 $V D UHVXOW/ WKH VHDOHG0ELG
XQLIRUP0SULFH DXFWLRQ WHQGV WR LQHIILFLHQWO\ DOORFDWH WKH LWHPV EHLQJ VROG1 :LWK D ZHOO0
IXQFWLRQLQJ VHFRQGDU\ PDUNHW/ WKLV LQHIILFLHQW DOORFDWLRQ LV OLNHO\ WR FRPH DW WKH VHOOHU¶V H[SHQVH
+$XVXEHO DQG &UDPWRQ/ 4<<<,1 )XUWKHUPRUH/ WKLV WKHRUHWLFDO SURSHUW\ RI LQHIILFLHQF\ LV OLNHO\ WR
EH WKH VDPH RU HYHQ ZRUVH LQ G\QDPLF XQLIRUP0SULFH DXFWLRQV +VHH/ IRU H[DPSOH/ $XVXEHO DQG
6FKZDUW]/ 4<<<,1
%\ FRQWUDVW/ WKH HIILFLHQW DVFHQGLQJ DXFWLRQ KDV KLJKO\ GHVLUDEOH SURSHUWLHV1 ,Q WKHRU\/ ELGGHUV
KDYH HYHU\ LQFHQWLYH WR ELG VLQFHUHO\= WKDW LV/ WR ELG H[DFWO\ WKHLU WUXH YDOXDWLRQV RQ HYHU\ XQLW IRU
ZKLFK WKH\ ELG1 :LWK DOO ELGGHUV ELGGLQJ WKHLU WUXH YDOXDWLRQV†DQG ZLWK WKH ZLQQHUV EHLQJ
GHWHUPLQHG E\ WKH KLJK ELGV†WKH DXFWLRQ KDV WKH DWWUDFWLYH SURSHUW\ RI DOORWWLQJ DOO LWHPV WR WKH
ELGGHUV ZKR YDOXH WKHP WKH PRVW1 7KH IROORZLQJ WKHRUHP KROGV=
7+(25(01 ,I ELGGHUV KDYH +ZHDNO\, GLPLQLVKLQJ SXUH SULYDWH YDOXHV/ WKHQ XQGHU FRPSOHWH RU
LQFRPSOHWH LQIRUPDWLRQ/ VLQFHUH ELGGLQJ E\ HYHU\ ELGGHU LV DQ HTXLOLEULXP RI WKH$XVXEHO
DXFWLRQ1 ,Q WKLV HTXLOLEULXP RXWFRPH/ WKH DOORFDWLRQ RI LWHPV LV IXOO\ HIILFLHQW1 0RUHRYHU/ LQ D
VXLWDEOH GLVFUHWH VSHFLILFDWLRQ RI WKH JDPH= XQGHU FRPSOHWH LQIRUPDWLRQ/ VLQFHUH ELGGLQJ VXUYLYHV
LWHUDWHG HOLPLQDWLRQ RI ZHDNO\0GRPLQDWHG VWUDWHJLHV> DQG XQGHU LQFRPSOHWH LQIRUPDWLRQ/ VLQFHUH
ELGGLQJ LV +JHQHULFDOO\, WKH XQLTXH HTXLOLEULXP DQG LW LV +JHQHULFDOO\, WKH XQLTXH RXWFRPH RI
LWHUDWHG HOLPLQDWLRQ RI VWULFWO\0GRPLQDWHG VWUDWHJLHV1
￿ 8QGHUSULFLQJ RI 1HZ ,VVXHVæ &XUUHQW ,32 3UDFWLFHæ DQG $XFWLRQV
2QH RI WKH EHVW0HVWDEOLVKHG IDFWV RI WKH ILQDQFH OLWHUDWXUH RQ ,32¶V LV WKH SHUVLVWHQW H[LVWHQFH RI
XQGHUSULFLQJ LQ WKH RIIHULQJ SULFH1 )RU H[DPSOH/ 5LWWHU +5335, UHSRUWV WKDW DPRQJ D VDPSOH RI
9/57< ,32¶V LQ WKH 8QLWHG 6WDWHV IURP 4<;3–5334/ WKH PHDQ SHUFHQWDJH LQFUHDVH IURP WKH
RIIHULQJ SULFH WR WKH HQG0RI0ILUVW0GD\ SULFH HTXDOHG 4;1;(1 0RVW VSHFWDFXODUO\/ WKH PHDQ ILUVW0GD\
UHWXUQ LQ 4<<< ZDV :41:(/ DQG WKH PHDQ ILUVW0GD\ UHWXUQ LQ 5333 ZDV 8914(1
%\ ZD\ RI FRPSDULVRQ/ DQ ,32 DXFWLRQ RIIHUV WKH SURPLVH RI DOO EXW HOLPLQDWLQJ WKH XQGHUSULFLQJ1
,Q WKHRU\/ WKH FOHDULQJ SULFH LQ D ZHOO0GHVLJQHG DXFWLRQ LV YLUWXDOO\ HTXDO WR WKH PDUNHW SULFH/ VR
WKH ILUVW0GD\ UHWXUQ VKRXOG EH HVVHQWLDOO\ ]HUR1 $ Q GL QS U D F W L F H /,32 DXFWLRQV KDYH WHQGHG WR \LHOG
PXFK VPDOOHU XQGHUSULFLQJ WKDQ FXUUHQW SUDFWLFH1
1HYHUWKHOHVV/ RQH REVHUYHV WKDW WKH XVDJH RI DXFWLRQV IRU ,32¶V PD\ KDYH DFWXDOO\ GHFOLQHG/
ZRUOGZLGH/ RYHU WKH SDVW WZR GHFDGHV1 (YHQ LQ FRXQWULHV ZKHUH WKH ,32 WHQGHU ZDV SUHYLRXVO\
ZHOO HVWDEOLVKHG/ DXFWLRQV KDYH EHHQ DEDQGRQHG LQ IDYRU RI RWKHU ,32 PHWKRGV +6KHUPDQ/ 5334,1
)RU H[DPSOH/ LQ WKH 8QLWHG .LQJGRP/4 8RI 57 RIIHULQJV LQ 4<;6 ZHUH GRQH E\ WHQGHU/ ZKHUHDV
QR SULYDWH VHFWRU ,32¶V E\ WHQGHU KDYH RFFXUUHG WKHUH VLQFH 4<;9 +-HQNLQVRQ DQG /MXQJTYLVW/
4<<9/ S1 46,1 ,Q WKH 8QLWHG 6WDWHV/ :151 +DPEUHFKW ) &R1 EHJDQ WR FRQGXFW ,32¶V E\ DXFWLRQ/
EXW ZDV RQO\ DEOH WR ILQG VL[ FOLHQWV WKDW ZHUH ZLOOLQJ WR JR SXEOLF LQ WKLV ZD\1
7KH SX]]OH LV WKXV ZK\ DXFWLRQV†LQH[SHQVLYH WR UXQ DQG GHVWLQHG WR UHGXFH XQGHUSULFLQJ†KDYH
QRW JDLQHG LQ WKH VHFXULWLHV DUHD DV WKH\ KDYH LQ RWKHU VHFWRUV RI WKH HFRQRP\1 7KLV SDSHU ZLOO QRW/
LQ DQ\ VHQVH/ DQVZHU WKLV SX]]OH1 +RZHYHU/ WKLV VHFWLRQ ZLOO H[SORUH WKH YDULRXV H[SODQDWLRQV WKDW45
KDYH EHHQ SXW IRUWK LQ WKH OLWHUDWXUH IRU XQGHUSULFLQJ1 ,W ZLOO WKHQ LQGLFDWH KRZ PRGHUQ DXFWLRQ
WHFKQLTXHV FDQ EH XVHG WR DFFRPSOLVK WKH VDPH JRDOV WKDW DUH DOOHJHGO\ VHUYHG E\ XQGHUSULFLQJ1
6R SDUW RI WKH H[SODQDWLRQ IRU WKH WUHQG DZD\ IURP DXFWLRQV LQ WKH VHFXULWLHV DUHD PD\ VLPSO\ EH
WKDW QRERG\ KDV WDLORUHG PRGHUQ DXFWLRQ WHFKQLTXHV WR VHUYH WKH QHHGV RI ILUPV JRLQJ SXEOLF1
￿￿￿ ([SODQDWLRQV LQ WKH /LWHUDWXUH IRU ,32 8QGHUSULFLQJ
$ P\ULDG RI H[SODQDWLRQV KDYH EHHQ SXW IRUWK LQ WKH OLWHUDWXUH WR H[SODLQ WKH HPSLULFDO UHJXODULW\
RI ,32 XQGHUSULFLQJ1 0\ WUHDWPHQW KHUH ERUURZV KHDYLO\ IURP WKDW RI -HQNLQVRQ DQG /MXQJTYLVW
+4<<9/ &KDSWHUV 6–8,1 6RPH RI WKH H[SODQDWLRQV DUJXHG IRU XQGHUSULFLQJ LQFOXGH=
x 7KH :LQQHU¶V &XUVH= 6XSSRVH WKDW VRPH LQYHVWRUV DUH DV\PPHWULFDOO\ LQIRUPHG DERXW
WKH YDOXH RI WKH QHZ VWRFN1 7KHQ XQLQIRUPHG LQYHVWRUV VWDQG D JUHDWHU FKDQFH RI EHLQJ
DOORFDWHG VKDUHV LQ WKH ,32 ZKHQ WKH LQIRUPHG LQYHVWRUV¶ LQIRUPDWLRQ LV XQIDYRUDEOH1
:LWKRXW XQGHUSULFLQJ/ WKH XQLQIRUPHG LQYHVWRUV IDFH D ‡OHPRQV· SUREOHP/ DQG WKH\
ZRXOG QRW SDUWLFLSDWH LQ WKH ,321 :LWK XQGHUSULFLQJ/ WKH XQLQIRUPHG LQYHVWRUV FDQ VWLOO
HDUQ QRQQHJDWLYH UHWXUQV LQ WKH ,32 GHVSLWH WKH IDFW WKDW WKH\ UHFHLYH GLVSURSRUWLRQDWH
DOORFDWLRQV RI VKDUHV ZKHQ WKH LQIRUPHG LQYHVWRUV¶ LQIRUPDWLRQ LV XQIDYRUDEOH1
x 8QGHUSULFLQJ DV D 6LJQDO= 6XSSRVH WKDW WKH ILUP KDV VXSHULRU LQIRUPDWLRQ DERXW WKH
YDOXH RI WKH QHZ VWRFN/ DQG WKDW LW LV OHVV FRVWO\ IRU D KLJK0YDOXH ILUP WKDQ D ORZ0YDOXH
ILUP WR XQGHUSULFH LWV VKDUHV1 7KHQ/ DV LQ D FODVVLF VLJQDOLQJ PRGHO/ WKH ILUP PD\ XVH
XQGHUSULFLQJ WR FUHGLEO\ FRQYLQFH LQYHVWRUV WKDW WKH YDOXH RI WKH QHZ VWRFN LV KLJK1
x ,VVXHU RU 8QGHUZULWHU /LDELOLW\= 6XSSRVH WKDW LVVXHUV/ XQGHUZULWHUV/ DFFRXQWDQWV DQG
RWKHU SDUWLHV DVVRFLDWHG ZLWK VHFXULWLHV LVVXDQFH LQ WKH 8161 DUH SUHRFFXSLHG E\ SRWHQWLDO
VKDUHKROGHU ODZVXLWV IROORZLQJ DQ ,32 WKDW JRHV EXVW1 6LQFH WKH SRWHQWLDO OLDELOLW\ PD\ EH
OLPLWHG WR WKH DPRXQW WKDW WKH VKDUH SULFH GURSV EHORZ WKH RIIHULQJ SULFH/ WKH YDULRXV
SDUWLHV PD\ KDYH DQ LQWHUHVW LQ GHSUHVVLQJ WKH RIIHULQJ SULFH +L1H1/ LQ XQGHUSULFLQJ,1
x 3ULFH 6XSSRUW= 6XSSRVH WKDW XQGHUZULWHUV RI ,32¶V HIIHFWLYHO\ WDNH RQ WKH REOLJDWLRQ RI
LQWHUYHQLQJ LQ WKH DIWHUPDUNHW WR KHOS SUHYHQW WKH VWRFN SULFH IURP IDOOLQJ EHORZ WKH
RIIHULQJ SULFH IRU VRPH QXPEHU RI GD\V DIWHU WKH LVVXH1 7R WKH H[WHQW WKDW WKLV LV WKH FDVH/
WKH H[ SRVW LQLWLDO0GD\V UHWXUQV PD\ EH D WUXQFDWHG GLVWULEXWLRQ/ D Q GV RW K HD S S D U H Q W
XQGHUSULFLQJ PD\ QRW EH D UHDO SKHQRPHQRQ1
x ’LVSHUVLRQ RI 2ZQHUVKLS WR 5HWDLQ &RQWURO= 6XSSRVH WKDW WKH PDQDJHUV RI D ILUP KDYH
DQ LQFHQWLYH WR GLVSHUVH WKH SRVW0,32 RZQHUVKLS DPRQJ PDQ\ VPDOO LQYHVWRUV/ LQ RUGHU WR
H[DFHUEDWH WKH VHSDUDWLRQ RI RZQHUVKLS DQG FRQWURO IRU WKH PDQDJHUV¶ EHQHILW1 7KHQ/ WKH
PDQDJHUV PD\ ZHOFRPH DQ DUUDQJHPHQW XQGHU ZKLFK WKH LVVXH LV XQGHUSULFHG†DQG/
WKHUHIRUH/ UDGLFDOO\ RYHUVXEVFULEHG†VR WKDW SXUFKDVHV PD\ EH UDWLRQHG WR YHU\ VPDOO
EORFNV RI VKDUHV1
x &RQFHQWUDWLRQ RI 2ZQHUVKLS WR (QKDQFH 0RQLWRULQJ= &RQYHUVHO\/ VXSSRVH WKDW WKH
RZQHUV RI D ILUP UHFRJQL]H WKDW D ODUJH RXWVLGH LQYHVWRU SURYLGHV D SXEOLF JRRG WR RWKHU
LQYHVWRUV E\ PRQLWRULQJ WKH ILUP¶V PDQDJHPHQW1 7KHQ/ WKH RZQHUV PD\ XQGHUSULFH WKH
LVVXH LQ RUGHU WR SURYLGH H[WUD LQFHQWLYH IRU DQ RXWVLGH LQYHVWRU WR DFTXLUH D ODUJH VWDNH1
x *XDUDQWHHG 5HWXUQ= 6XSSRVH WKDW WKH RZQHUV RI D ILUP DUH SULPDULO\ FRQFHUQHG ZLWK
UHDOL]LQJ D JLYHQ SULFH RU DPRXQW RI PRQH\ IURP WKH ,32/ DQG DUH UHODWLYHO\ LQGLIIHUHQW
DERXW WKH H[WHQW WR ZKLFK WKLV SULFH RU DPRXQW RI PRQH\ LV H[FHHGHG1 7KHQ/ WKH RZQHUV
PD\ EH KDSS\ ZLWK DQ DUUDQJHPHQW WKDW JXDUDQWHHV WKHP WKH JLYHQ SULFH RU DPRXQW RI
PRQH\/ HYHQ DW WKH FRVW RI VLJQLILFDQW XQGHUSULFLQJ LQ VRPH VWDWHV RI WKH ZRUOG146
x 8QGHUSULFLQJ DV D 0DUNHWLQJ (YHQW= 6XSSRVH WKDW WKH RZQHUV +DQG EX\HUV, RI GRW0FRP
ILUPV JRLQJ SXEOLF LQ 4<<:–5333 HTXDWHG ,32 VXFFHVV ZLWK D YHU\ KLJK ILUVW0GD\ UHWXUQ1
7KHQ ILUPV PD\ KDYH DJUHHG WR YDVWO\ XQGHUSULFH WKHLU LVVXHV LQ RUGHU WR REWDLQ WKH
UHVXOWLQJ PDUNHWLQJ ‡SRS· RQ FDSLWDO PDUNHWV1
￿￿º ([SODQDWLRQV IRU 8QGHUSULFLQJ DQG WKH 5HODWLRQVKLS ZLWK $XFWLRQV
6RPH RI WKH SUH0,QWHUQHW0EXEEOH H[SODQDWLRQV SXW IRUWK IRU ,32 XQGHUSULFLQJ PDNH OLWWOH VHQVH
ZLWKLQ WKH FRQWH[W RI WKH :41:( DQG 8914( PHDQ ILUVW0GD\ UHWXUQV LQ 4<<< DQG 53331 )RU
H[DPSOH/ WKH SULFH VXSSRUW H[SODQDWLRQ PD\ DUJXH WKDW DSSDUHQW 8( XQGHUSULFLQJ LV VSXULRXV/ EXW
FDQQRW SRVVLEO\ VXJJHVW WKDW 83( XQGHUSULFLQJ LV DQ\WKLQJ EXW D UHDO SKHQRPHQRQ1 2WKHU
H[SODQDWLRQV +VXFK DV XQGHUSULFLQJ DV D PDUNHWLQJ HYHQW, DSSHDU WR OHDQ KHDYLO\ RQ LVVXHU RU
FDSLWDO PDUNHW VWXSLGLW\/ DQG VR DUH GLIILFXOW WR GLVSURYH RQ UDWLRQDO JURXQGV1 +RZHYHU/ WKH
SXUSRVH RI WKLV VXEVHFWLRQ LV WR H[SODLQ KRZ PDQ\ RI WKH HIIHFWV SXW IRUWK WR MXVWLI\ XQGHUSULFLQJ
FDQ EH KDQGOHG LQ D VXSHULRU IDVKLRQ E\ D VHFXULWLHV DXFWLRQ1 ,Q VRPH FDVHV/ WKH LQVWUXPHQW EHLQJ
DXFWLRQHG PXVW EH ZLGHQHG EH\RQG VLPSO\ D VKDUH RI VWRFN/ RU WKH VHUYLFH EHLQJ SURYLGHG E\ WKH
DXFWLRQLQJ LQWHUPHGLDU\ PXVW EH ZLGHQHG EH\RQG WKH VLPSOH VDOH RI VKDUHV RI VWRFN1
x 7KH :LQQHU¶V &XUVH= 7 RW K HH [ W H Q WW K D WL WL VS U H V H Q W /WKLV VWUXFWXUH RI DV\PPHWULF
LQIRUPDWLRQ PD\ FUHDWH SUREOHPV IRU DQ\ PHWKRG RI ,321 +RZHYHU/ LW LV ZRUWK
UHHPSKDVL]LQJ WKDW VRPH PHFKDQLVPV RXWSHUIRUP RWKHUV LQ WKH IDFH RI WKH :LQQHU¶V
&XUVH1 ,Q SDUWLFXODU/ DV ZH KDYH VHHQ LQ 6HFWLRQ 6/ WKH DFFHSWHG ZLVGRP LQ WKH DXFWLRQ
OLWHUDWXUH LV WKDW G\QDPLF DVFHQGLQJ0ELG DXFWLRQV DUH VXSHULRU WR VWDWLF VHDOHG0ELG DXFWLRQV
ZLWK UHVSHFW WR WKH :LQQHU¶V &XUVH1 7KH LQWXLWLRQ IRU WKLV UHVXOW LV WKDW XQLQIRUPHG ELGGHUV
LQ DQ DVFHQGLQJ0ELG DXFWLRQ UHFHLYH FRQWLQXRXV IHHGEDFN DERXW WKH OHYHO RI SDUWLFLSDWLRQ
RI LQIRUPHG ELGGHUV/ VR WKDW ZKHQ WKH LQIRUPHG ELGGHUV¶ LQIRUPDWLRQ LV XQIDYRUDEOH/
XQLQIRUPHG ELGGHUV KDYH JUHDWHU RSSRUWXQLWLHV WR LQIHU WKLV DQG WR UHVSRQG DFFRUGLQJO\1
x 8QGHUSULFLQJ DV D 6LJQDO= 0DQ\ FRPPHQWDWRUV KDYH TXHVWLRQHG WKH HPSLULFDO UHOHYDQFH
RI WKH VLJQDOLQJ H[SODQDWLRQ1 $V QRWHG E\ -HQNLQVRQ DQG /MXQJTYLVW +4<<9/ S18 8 , /ZRXOG
ILUPV VLJQDO WKURXJK XQGHUSULFLQJ LI WKH\ KDG D ZLGHU PHQX RI VLJQDOV WR FKRRVH IURP"
$SDUW IURP WKH PRUH REYLRXV VLJQDOV/ VXFK DV D FKRLFH RI D SDUWLFXODUO\ UHSXWDEOH
XQGHUZULWHU RU YHQWXUH FDSLWDOLVW/ WKH RIIHULQJ RI ORQJHU0WHUP SULFH JXDUDQWHHV FDQ VHUYH DV
TXLWH HIIHFWLYH VLJQDOV1 )RU H[DPSOH/ EXQGOHG WRJHWKHU ZLWK WKH LVVXHG VKDUH FDQ EH D
GHULYDWLYH VHFXULW\ WKDW UHWXUQV [( RI DQ\ GHFOLQH LQ WKH VKDUH¶V PDUNHW SULFH GXULQJ D
RQH0\HDU SHULRG IROORZLQJ WKH ,321 6LPLODU WR D ZDUUDQW\ RI TXDOLW\/ WKLV VHUYHV DV D
FODVVLF FUHGLEOH VLJQDO/ VLQFH D ORQJHU0WHUP SULFH JXDUDQWHH LV UHODWLYHO\ OHVV FRVWO\ IRU D
KLJK0YDOXH ILUP WKDQ IRU D ORZ0YDOXH ILUP1 7KH QHZ VKDUHV DQG WKH DVVRFLDWHG GHULYDWLYH
VHFXULWLHV FDQ EH DXFWLRQHG VLPXOWDQHRXVO\/ HOLPLQDWLQJ PXFK RI WKH FRVW RI XQGHUSULFLQJ1
x ,VVXHU RU 8QGHUZULWHU /LDELOLW\= $JDLQ/ PDQ\ FRPPHQWDWRUV KDYH TXHVWLRQHG WKH
HPSLULFDO UHOHYDQFH RI WKH OLDELOLW\ H[SODQDWLRQ1 ’UDNH DQG 9HWVX\SHQV +4<<6, ILQG WKDW
OLWLJDWLRQ DSSHDUV WR EH GULYHQ E\ ODUJH DIWHUPDUNHW SULFH GHFOLQHV ORQJ DIWHU WKH ,32/ QRW
E\ WKH RIIHULQJ SULFH RI WKH ,321 $OH[DQGHU +4<<6, QRWHV WKDW/ ZKLOH GDPDJHV XQGHU WKH
6HFXULWLHV $FW RI 4<66 DUH OLPLWHG WR GHFOLQHV EHORZ WKH RIIHULQJ SULFH/ GDPDJHV XQGHU WKH
6HFXULWLHV ([FKDQJH $FW RI 4<67 DUH QRW VR OLPLWHG1
4; ,Q DQ\ FDVH/ VKH DUJXHV/
4; 6KH IXUWKHU RSLQHV WKDW ‡LW LV GLIILFXOW WR LPDJLQH FLUFXPVWDQFHV LQ ZKLFK D 4<66 $FW FODLP FRXOG EH EURXJKW EXW D
4<67 $FW FODLP FRXOG QRW EH DOOHJHG1·47
XQGHUSULFLQJ ZRXOG EH DQ LQHIILFLHQW DQG LQHIIHFWLYH PHDQV IRU DYRLGLQJ LVVXHU RU
XQGHUZULWHU OLDELOLW\1 -HQNLQVRQ DQG /MXQJTYLVW +4<<9, FRQFOXGH WKDW WKLV H[SODQDWLRQ LV D
JRRG H[DPSOH RI D 81610FHQWULF PRGHO WKDW IDLOV LQ WKH LQWHUQDWLRQDO FRQWH[W= VHYHUH
OLDELOLW\ LV D 8161 SKHQRPHQRQ/ ZKLOH ,32 XQGHUSULFLQJ LV D JOREDO SKHQRPHQRQ1
x 3ULFH 6XSSRUW= ,W LV QRW QHFHVVDULO\ WKH FDVH WKDW SULFH VXSSRUWV IROORZLQJ WKH ,32 VKRXOG
EH YLHZHG DV YDOXH0HQKDQFLQJ RU GHVLUDEOH/ EXW LI WKH\ DUH/ WKHUH DSSHDU WR EH PXFK PRUH
HIILFLHQW ZD\V WR DFFRPSOLVK WKLV DV SDUW RI DQ DXFWLRQ SURFHVV1 2QH SRVVLELOLW\ LV IRU WKH
XQGHUZULWHU DQG2RU DXFWLRQHHU WR H[SOLFLWO\ WDNH RQ WKH REOLJDWLRQ RI SURYLGLQJ SULFH
VXSSRUW DV SDUW RI WKH VHUYLFHV UHQGHUHG IRU LWV IHHV†DV LQ FXUUHQW SUDFWLFH/ WKLV FRXOG EH
SURYLGHG IRU/ LQ SDUW/ WKURXJK XVH RI DQ RYHU0DOORWPHQW +RU ‡JUHHQ VKRH·, SURYLVLRQ1
$ VHFRQG SRVVLELOLW\ LV WR EXQGOH WRJHWKHU/ ZLWK WKH LVVXHG VKDUH/ D GHULYDWLYH VHFXULW\ WKDW
UHWXUQV [( RI DQ\ GHFOLQH LQ WKH VKDUH¶V PDUNHW SULFH GXULQJ D VKRUW SHULRG IROORZLQJ WKH
,32†LQ SULQFLSDO/ WKLV SHUFHQWDJH FRXOG EH DV PXFK DV 433(1
x ’LVSHUVLRQ RI 2ZQHUVKLS WR 5HWDLQ &RQWURO= ,I WKH LVVXHU ZLVKHV WR GLVSHUVH WKH SRVW0
,32 RZQHUVKLS DPRQJ PDQ\ VPDOO LQYHVWRUV/ WKLV FDQ EH HDVLO\ EXLOW LQWR DXFWLRQ UXOHV1
)RU H[DPSOH/ LW LV TXLWH VWDQGDUG WR UHVWULFW ELGGHUV WR QR PRUH WKDQ \( RI WKH WRWDO VXSSO\
RIIHUHG= LI WKH LVVXHU ZLVKHV WR GLVSHUVH RZQHUVKLS/ \( FDQ EH VHW DW 4 RU 5(/ RU VRPH
RWKHU YHU\ VPDOO OHYHO1 2EYLRXVO\/ WKLV GLVSHUVLRQ ZLOO FRPH DW WKH H[SHQVH RI DXFWLRQ
UHYHQXHV/ EXW WKH FRVW VKRXOG VWLOO EH PXFK ORZHU WKDQ WKH FXUUHQW FRVW RI XQGHUSULFLQJ1
)XUWKHUPRUH/ WKH GLVSHUVLRQ FDQ EH ORFNHG LQ IRU VRPH WLPH/ IRU H[DPSOH E\ SURYLGLQJ D
RQH0IRU0WHQ ERQXV VKDUH IRU LQYHVWRUV ZKR UHWDLQ WKHLU VKDUHV IRU PRUH WKDQ RQH \HDU> RU D
RQH0IRU0WHQ ERQXV VKDUH/ FDSSHG DW D OLPLWHG QXPEHU RI ERQXV VKDUHV SHU LQYHVWRU1
x &RQFHQWUDWLRQ RI 2ZQHUVKLS WR (QKDQFH 0RQLWRULQJ= $JDLQ/ LI WKH LVVXHU ZLVKHV WR
FRQFHQWUDWH WKH SRVW0,32 RZQHUVKLS DPRQJ ODUJH LQYHVWRUV/ WKLV FDQ EH HDVLO\ EXLOW LQWR
DXFWLRQ UXOHV1 )RU H[DPSOH/ VRPH RI WKH VKDUHV FDQ EH RIIHUHG LQ D YHU\ ODUJH ORW VL]H
+ZLWK ELGGHUV QRW SHUPLWWHG WR ELG RQ RQO\ D IUDFWLRQ RI WKH ORW IRU WKHVH VKDUHV,1 ,W VKRXOG
DOVR EH QRWHG WKDW WKH HIILFLHQW DVFHQGLQJ DXFWLRQ +GHVFULEHG LQ 6HFWLRQ 8, DXWRPDWLFDOO\
SURYLGHV VRPH EHQHILWV WR D ELGGHU ZKR FKRRVHV WR DFTXLUH D ODUJH QXPEHU RI VKDUHV1
x *XDUDQWHHG 5HWXUQ= $ JXDUDQWHHG SULFH RU DPRXQW RI PRQH\ IURP WKH ,32 LV DQRWKHU
IHDWXUH WKDW LV HDVLO\ EXLOW LQWR WKH DXFWLRQ SURFHGXUH1 2QH VLPSOH DSSURDFK LV WR XWLOL]H D
UHVHUYH SULFH LQ WKH DXFWLRQ1 $ PRUH FRPSOLFDWHG DSSURDFK LV IRU WKH LVVXHU DQG WKH
XQGHUZULWHU +RU DXFWLRQHHU, WR HVWDEOLVK DQ DUUDQJHPHQW LQ ZKLFK WKH XQGHUZULWHU
JXDUDQWHHV WKH LVVXHU D JLYHQ SULFH RU DPRXQW RI PRQH\1 ,Q UHWXUQ/ WKH XQGHUZULWHU
UHFHLYHV D QHJRWLDWHG SHUFHQWDJH RI WKH H[WHQW WR ZKLFK WKH SULFH RU SURFHHGV H[FHHGV WKH
JXDUDQWHHG OHYHO1 ,Q DOO OLNHOLKRRG/ VXFK DQ DUUDQJHPHQW LV PRUH EHQHILFLDO WR WKH LVVXHU
WKDQ WKH FXUUHQW XQGHUSULFLQJ/ VLQFH WKH LVVXHU UHFHLYHV WKH JXDUDQWHHG DPRXQW SOXV
W\SLFDOO\ D SRVLWLYH VKDUH RI WKH SURFHHGV DERYH WKH JXDUDQWHHG DPRXQW1
x 8QGHUSULFLQJ DV D 0DUNHWLQJ (YHQW= ,Q WKH SRVW0,QWHUQHW0EXEEOH/ SRVW0&UHGLW 6XLVVH
)LUVW %RVWRQ HQYLURQPHQW/ LW VHHPV UHODWLYHO\ HDV\ WR HGXFDWH LVVXHUV WKDW DQ
RYHUVXEVFULEHG DXFWLRQ ZKLFK UDWLRQV ELGGHUV YLD D YHU\ KLJK PDUNHW0FOHDULQJ SULFH
SURYLGHV MXVW DV JRRG PDUNHWLQJ ‡SRS· LQ WKH FDSLWDO PDUNHWV DV DQ RYHUVXEVFULEHG
SURFHVV ZKLFK UDWLRQV ELGGHUV YLD XQGHU0WKH0WDEOH FRPPLVVLRQV SDLG WR WKH XQGHUZULWHU148
￿ $GGLWLRQDO $VSHFWV RI 6HFXULW\ ,VVXDQFH E\ $XFWLRQ
￿￿￿ :KR DUH WKH %LGGHUV"
2QH FDQ HDVLO\ LPDJLQH WZR DOWHUQDWLYH/ EDVLF VWUXFWXUHV IRU DQ ,32 DXFWLRQ1
￿￿￿￿￿ ,QYHVWRUV DV ELGGHUV
,QVWHDG RI IL[LQJ DQ RIIHULQJ SULFH DQG WKHQ UDWLRQLQJ VKDUHV WR LQYHVWRUV DW WKH RIIHULQJ SULFH/ WKH
XQGHUZULWHU FRQGXFWV DQ DXFWLRQ LQ ZKLFK LQYHVWRUV DFW DV ELGGHUV1 7KH RIIHULQJ SULFH LV
GHWHUPLQHG VR DV WR VHW GHPDQG HTXDO WR VXSSO\/ WKDW LV/ SULFH LV LWVHOI WKH UDWLRQLQJ GHYLFH1
,QYHVWRUV VXEPLW ELGV DFFRUGLQJ WR WKH VDPH FRQVLGHUDWLRQV DV ZKLFK WKH\ DSSO\ LQ PDNLQJ EX\
DQG VHOO GHFLVLRQV LQ WKH DIWHUPDUNHW DQG†LQ SULQFLSOH†WKH DXFWLRQ FOHDULQJ SULFH VKRXOG EH
DSSUR[LPDWHO\ HTXDO WR WKH DIWHUPDUNHW SULFH1
$V LQ FXUUHQW ,32 SUDFWLFH/ WKH XQGHUZULWHU DQG DFFRXQWLQJ ILUP ZRXOG SHUIRUP D GXH GLOLJHQFH
UHYLHZ RI WKH LVVXHU DQG SUHSDUH D SURVSHFWXV EHIRUH WKH DXFWLRQ1 7KH DXFWLRQ LWVHOI ZRXOG EH
FRQGXFWHG DV DQ DVFHQGLQJ FORFN= WKH DXFWLRQHHU QDPHV D SULFH/ ELGGHUV UHVSRQG ZLWK TXDQWLWLHV>
WKH DXFWLRQHHU UDLVHV WKH SULFH/ ELGGHUV UHVSRQG ZLWK UHYLVHG TXDQWLWLHV> DQG WKH SURFHVV LWHUDWHV
XQWLO GHPDQG LV EURXJKW HTXDO WR VXSSO\1 %LGGHUV ZLQ/ UHVSHFWLYHO\/ WKH TXDQWLWLHV RI VKDUHV WKDW
WKH\ GHPDQG DW WKH ILQDO SULFH1
2QH DSSURDFK LV IRU SDUWLFLSDWLRQ LQ WKH DVFHQGLQJ0FORFN DXFWLRQ WR EH OLPLWHG WR LQVWLWXWLRQDO
LQYHVWRUV1 2SWLRQDOO\ +DQG VLPLODU WR 8161 7UHDVXU\ DXFWLRQ SUDFWLFH,/ VPDOO LQYHVWRUV FRXOG EH
JLYHQ WKH RSSRUWXQLW\ WR VXEPLW ‡QRQFRPSHWLWLYH· ELGV/ ZKLFK ZRXOG EH KRQRUHG DW WKH FOHDULQJ
SULFH RI WKH DXFWLRQ1 $QRWKHU DSSURDFK LV IRU SDUWLFLSDWLRQ LQ WKH DVFHQGLQJ0FORFN DXFWLRQ WR EH
RSHQ WR DOO ELGGHUV†VPDOO LQYHVWRUV DV ZHOO DV LQVWLWXWLRQDO LQYHVWRUV1 2EYLRXVO\/ LQYHVWRUV ZRXOG
QHHG WR SURYLGH ILQDQFLDO JXDUDQWHHV IRU WKHLU ELGV= IRU H[DPSOH/ ELGV FRXOG HIIHFWLYHO\ EH SODFHG
WKURXJK ELGGHUV¶ EURNHUDJH DFFRXQWV> DQG WKH VDPH OLPLWV FRXOG EH DSSOLHG DV IRU RUGLQDU\
VHFRQGDU\0PDUNHW SXUFKDVHV RI VKDUHV1
$V GLVFXVVHG LQ 6HFWLRQ 915/ DERYH/ VRPH RI WKH GHVLUDEOH FKDUDFWHULVWLFV RI FXUUHQW ,32 SUDFWLFH
FRXOG EH SUHVHUYHG LQ DQ DXFWLRQ SURFHVV E\ EXQGOLQJ UHODWHG GHULYDWLYH VHFXULWLHV ZLWK WKH
RIIHUHG VKDUHV RI VWRFN RU E\ PRGLI\LQJ WKH DXFWLRQ UXOHV WR UHVWULFW SXUFKDVHV LQ YDULRXV ZD\V1
0RUHRYHU/ GHULYDWLYH VHFXULWLHV FRXOG EH EXQGOHG ZLWK WKH VWRFN VKDUHV LQ QHZ ZD\V WR IXUWKHU
FUHDWH YDOXH1 + H U HD U HV R P HH [ D P S O H V =
x (DFK VKDUH RI VWRFN FRXOG EH EXQGOHG ZLWK D FDOO RSWLRQ WR SXUFKDVH 3148 DGGLWLRQDO VKDUHV
RI WKH VWRFN DW WKH FOHDULQJ SULFH RI WKH DXFWLRQ IRU D VKRUW SHULRG RI WLPH DIWHU WKH DXFWLRQ/
WKXV UHSOLFDWLQJ VWDQGDUG ‡JUHHQ VKRH· SURYLVLRQV RI ,32¶V ZKLFK WHQG WR SURYLGH SULFH
VWDELOL]DWLRQ +EXW QRZ HIIHFWLYHO\ UHTXLULQJ ELGGHUV WR SD\ IRU WKH FDOO RSWLRQ,1
x (DFK VKDUH RI VWRFN FRXOG EH EXQGOHG ZLWK D SXW RSWLRQ WR VHOO 3183 VKDUHV RI WKH VWRFN DW
WKH FOHDULQJ SULFH RI WKH DXFWLRQ IRU D RQH0\HDU SHULRG DIWHU WKH DXFWLRQ/ WKXV SURYLGLQJ D
SULFH JXDUDQWHH WKDW VPDOO LQYHVWRUV PLJKW FRQVLGHU WR EH YDOXDEOH +DQG ZKLFK ZRXOG
HQFRXUDJH SDUWLFLSDWLRQ E\ VPDOO LQYHVWRUV,1
4<
4< 6XFK D SXW RSWLRQ PLJKW QHHG WR EH JXDUDQWHHG E\ DQ HVFURZ DFFRXQW RU PLJKW EH SXUFKDVHG IURP D ZHOO0
FDSLWDOL]HG WKLUG SDUW\/ LQ RUGHU WR JLYH FUHGLELOLW\ WR WKH SULFH JXDUDQWHH149
x 7KH TXDQWLW\ GHPDQGHG E\ HDFK ELGGHU FRXOG EH OLPLWHG WR 4( RI WKH LVVXHU¶V WRWDO VKDUHV/
LQ RUGHU WR HQFRXUDJH D ZLGH GLVSHUVLRQ RI RZQHUVKLS DPRQJ LQYHVWRUV1
+RZHYHU/ WKHUH LV QR SDUWLFXODU UHDVRQ ZK\ VXFK GHULYDWLYH VHFXULWLHV QHHG WR EH EXQGOHG ZLWK
VKDUHV RI VWRFNV LQ DQ\ IL[HG SURSRUWLRQ1 ,QGHHG/ LQ DOO OLNHOLKRRG/ VRPH ELGGHUV ZLOO YDOXH SULFH
SURWHFWLRQ PRUH WKDQ RWKHUV/ DQG ZLOO GHVLUH GLIIHUHQW PL[WXUHV RI VWRFNV DQG GHULYDWLYHV1 $V D
UHVXOW/ D VXSHULRU ,32 GHVLJQ LV WR FRQGXFW D PXOWLSOH0FORFN DXFWLRQ IRU WZR JRRGV= WKH VKDUHV RI
VWRFNV> DQG WKH GHULYDWLYH VHFXULWLHV1+ ,Q SUDFWLFDO WHUPV/ WKH (’) DXFWLRQ GHVLJQ GHVFULEHG LQ
6HFWLRQ 7/ ZKLFK LQYROYHG PXOWLSOH SURGXFWV/ FRXOG EH H[SORLWHG1, )RU H[DPSOH/ D TXDQWLW\ RI 43
PLOOLRQ VKDUHV RI VWRFN/ WRJHWKHU ZLWK D TXDQWLW\ RI 8 PLOOLRQ SXW RSWLRQV DW WKH FOHDULQJ SULFH/ DUH
RIIHUHG VLPXOWDQHRXVO\1 /HW +/ , VKDUH SXW SSGHQRWH SULFHV IRU WKH WZR VHFXULWLHV/ DQG OHW +/ , VKDUH SXW TT
GHQRWH DVVRFLDWHG TXDQWLWLHV1 7KH DXFWLRQ LV FRQGXFWHG ZLWK WZR DVFHQGLQJ FORFNV= WKH DXFWLRQHHU
QDPHV D SULFH YHFWRU
44 +/ , VKDUH SXW SS / ELGGHUV UHVSRQG ZLWK TXDQWLW\ YHFWRUV
44 +/ , VKDUH SXW TT > WKH
DXFWLRQHHU UDLVHV WKH SULFHV WR
55 +/ , VKDUH SXW SS / ELGGHUV UHVSRQG ZLWK UHYLVHG TXDQWLWLHV
55 +/ , VKDUH SXW TT >
DQG WKH SURFHVV LWHUDWHV XQWLO GHPDQG IRU ERWK VHFXULWLHV DUH EURXJKW HTXDO WR VXSSO\1 %LGGHUV
ZLQ/ UHVSHFWLYHO\/ WKH TXDQWLWLHV RI VKDUHV DQG SXW RSWLRQV WKDW WKH\ GHPDQG DW WKH ILQDO SULFHV1
￿￿￿￿º ,QWHUPHGLDULHV DV ELGGHUV
$V DQ DOWHUQDWLYH VWUXFWXUH/ LQVWHDG RI FRQWUDFWLQJ ZLWK D VLQJOH LQYHVWPHQW EDQN WR DFW DV OHDG
XQGHUZULWHU/ DQ LVVXHU FRQGXFWV DQ DXFWLRQ LQ ZKLFK LQYHVWPHQW EDQNV +RU RWKHU LQWHUPHGLDULHV,
WKHPVHOYHV DFW DV ELGGHUV1 7KH LQYHVWPHQW EDQNV VXEPLW ELGV IRU VKDUHV LQ WKH DXFWLRQ NQRZLQJ
WKDW WKH\ PXVW HDUQ WKHLU SURILWV IURP WKH GLIIHUHQFH EHWZHHQ WKH SULFHV WKDW WKH\ SD\ WKH LVVXHU LQ
WKH DXFWLRQ DQG WKH SULFHV DW ZKLFK WKH\ FDQ UHVHOO WKH VKDUHV WR LQYHVWRUV1 &RPSHWLWLRQ ZLWKLQ WKH
DXFWLRQ SURFHVV GHWHUPLQHV†DQG/ LQ SULQFLSOH/ VKRXOG OLPLW†WKH OHYHO RI SURILWV WKDW LQYHVWPHQW
EDQNV FDQ HDUQ LQ WKH ,321
8QGHU VXFK D VWUXFWXUH/ LQ DGYDQFH RI WKH DXFWLRQ/ HDFK LQYHVWPHQW EDQN ZRXOG EH JLYHQ DQ
RSSRUWXQLW\ WR H[DPLQH WKH LVVXHU¶V RSHUDWLRQV DQG ERRNV LQ GHWDLO/ WR IRUP LWV RZQ DVVHVVPHQW RI
WKH YDOXH RI VKDUHV LQ WKH DIWHUPDUNHW1 4XLWH SRVVLEO\/ HDFK LQYHVWPHQW EDQN ELGGLQJ ZRXOG EH
UHVSRQVLEOH IRU SURYLGLQJ LWV RZQ GXH GLOLJHQFH VHUYLFHV1 7KH DXFWLRQ LWVHOI LV FRQGXFWHG DV DQ
DVFHQGLQJ FORFN= WKH LVVXHU QDPHV D SULFH/ ELGGHUV UHVSRQG ZLWK TXDQWLWLHV> WKH LVVXH UDLVHV WKH
SULFH/ ELGGHUV UHVSRQG ZLWK UHYLVHG TXDQWLWLHV> DQG WKH SURFHVV LWHUDWHV XQWLO GHPDQG LV EURXJKW
HTXDO WR VXSSO\1 7KH LQYHVWPHQW EDQN ELGGHUV ZLQ/ UHVSHFWLYHO\/ WKH TXDQWLWLHV RI VKDUHV WKDW WKH\
GHPDQG DW WKH ILQDO SULFH/ DQG WKH\ FDQ GLVSRVH RI WKHLU VKDUHV LQ ZKDWHYHU ZD\ WKH\ VHH ILW1
6RPH RI WKH HPEHOOLVKPHQWV WR WKH DXFWLRQ GHVFULEHG LQ WKH SUHYLRXV 6HFWLRQ :1414 FRXOG DOVR EH
XVHG KHUH1 )RU H[DPSOH/ HDFK VKDUH RI VWRFN FRXOG EH EXQGOHG ZLWK D FDOO RSWLRQ WR SXUFKDVH 3148
DGGLWLRQDO VKDUHV DW WKH FOHDULQJ SULFH IRU D VKRUW SHULRG RI WLPH DIWHU WKH DXFWLRQ/ WR UHSOLFDWH
VWDQGDUG ‡JUHHQ VKRH· SURYLVLRQV1 $W WKH VDPH WLPH/ LW LV OHVV OLNHO\ WKDW ORQJHU0WHUP SULFH
JXDUDQWHHV RU RWKHU DUUDQJHPHQWV ZRXOG EH RIIHUHG= WKHVH DUH PRUH OLNHO\ DUUDQJHPHQWV WKDW
LQGLYLGXDO LQYHVWPHQW EDQNV ZRXOG PDNH ZLWK WKH LQYHVWRUV WR ZKRP WKH\ GLVWULEXWH WKHLU VKDUHV14:
￿￿º 5HJXODWRU\ ,QKLELWLRQV
7KHUH DSSHDU WR EH D QXPEHU RI UHJXODWRU\ LQKLELWLRQV WR LQWURGXFLQJ ,32 DXFWLRQV LQ WKH 8161†
EXW QRQH RI WKHVH LQKLELWLRQV VHHP LQVXUPRXQWDEOH1
)LUVW/ WKH 8161 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ +6(&, KHDYLO\ UHJXODWHV WKH HQWLUH ,32
SURFHVV/ DQG VR 6(& DSSURYDO ZRXOG EH QHFHVVDU\ IRU DQ\ QRYHO ,32 SURFHGXUH1 %HJLQQLQJ LQ WKH
ODWH 4<<3¶V/ WKH 6(& EHJDQ WR UHFHLYH LQTXLULHV FRQFHUQLQJ SURSRVHG RQOLQH DXFWLRQ SURFHGXUHV1
7KH 6(& VWDII KDV UHVSRQGHG E\ LVVXLQJ OHWWHUV LQGLFDWLQJ WKDW WKH 6(& ZRXOG QRW WDNH DFWLRQ
DJDLQVW SDUWLFXODU SURSRVHG SURFHGXUHV1 ,Q -XO\ 4<<</ 6(& VWDII LVVXHG D ‡QR0DFWLRQ OHWWHU· WKDW
DOORZHG :LW &DSLWDO WR RIIHU VHFXULWLHV VXEMHFW WR FHUWDLQ FRQGLWLRQV/ LQFOXGLQJ WKDW= D FXUUHQW
SUHOLPLQDU\ SURVSHFWXV LV PDGH DYDLODEOH RQ WKH ZHEVLWH> LQYHVWRUV SURYLGH FRQGLWLRQDO HOHFWURQLF
RIIHUV WR EX\ VHFXULWLHV SULRU WR HIIHFWLYHQHVV DQG WKHVH RIIHUV WR EX\ DUH UHFRQILUPHG ZLWKLQ 7;
KRXUV RI WKH GDWH RI HIIHFWLYHQHVV> DQG WKH RIIHU WR EX\ LV QRW ELQGLQJ DQG WKH LQYHVWRU PD\
ZLWKGUDZ WKH RIIHU IRU D VSHFLILHG SHULRG IROORZLQJ HIIHFWLYHQHVV1 6LQFH WKHQ/ WKH 6(& KDV DOVR
LVVXHG QR0DFWLRQ OHWWHUV WR :5 +DPEUHFKW DQG WR %HDU 6WHDUQV1
53
$ UHTXLUHPHQW WKDW ELGV PXVW EH QRQELQGLQJ LV GHWULPHQWDO WR WKH LQWURGXFWLRQ RI DXFWLRQV1 )RU DQ
D X F W L R QW RZ R U NP R V WH I I H F W L Y H O \ /ELGV QHHG WR EH PDGH WR KDYH UHDO FRQVHTXHQFHV1 $ UHJXODWRU\
UHTXLUHPHQW PDNLQJ ELGV QRQELQGLQJ FDQ EH VLJQLILFDQWO\ VLGHVWHSSHG= WKH LQYHVWPHQW EDQN
DSSHDUV WR EH IUHH WR EDU DQ LQYHVWRU ZKR EDFNV RXW RI KLV ELGV IURP UHFHLYLQJ DOORFDWLRQV LQ
IXWXUH DXFWLRQV1 ,Q DGGLWLRQ/ WR WKH H[WHQW WKDW GHULYDWLYH VHFXULWLHV DUH XWLOL]HG WR SURYLGH VKRUW0
WLPH SULFH VXSSRUW/ WKH LQFHQWLYH IRU D ELGGHU WR EDFN RXW RI KLV ELGV FDQ EH PLQLPL]HG1
1HYHUWKHOHVV/ UHJXODWRU\ UXOHV WKDW HIIHFWLYHO\ UHGXFH WKH XVXDO ELQGLQJ QDWXUH RI ELGV ZLOO LQKLELW
WKH XVH RI DXFWLRQV†DQG LW LV GLIILFXOW WR VHH DQ\ SRVLWLYH EHQHILW IURP VXFK UXOHV†VR LW LV KRSHG
WKDW WKH 6(& ZLOO FKDQJH LWV SRVLWLRQ RYHU WLPH1
6HFRQG/ VRPH FRPPHQWDWRUV LQWHUSUHW WKH 1DWLRQDO $VVRFLDWLRQ RI 6HFXULWLHV ’HDOHUV +1$6’,
UXOHV DV UHTXLULQJ XQLIRUP SULFLQJ1 +RZHYHU/ WKLV LQWHUSUHWDWLRQ LV QRW XQDPELJXRXV1 :KLOH DQ
DWWHPSW WR FKDUJH RQH SULFH WR RQH FODVV RI LQYHVWRUV EXW D KLJKHU SULFH WR DQRWKHU FODVV RI
LQYHVWRUV LV OLNHO\ SUHFOXGHG/ LW LV OHVV FOHDU ZKHWKHU DXFWLRQ UXOHV WKDW PD\ UHVXOW LQ QRQ0XQLIRUP
SULFLQJ VKRXOG EH YLHZHG DV ‡GLVFULPLQDWRU\·1 )RU H[DPSOH/ LQ WKH SD\0DV0ELG DXFWLRQ GHVFULEHG
LQ 6HFWLRQ 6 RU LQ WKH $XVXEHO DXFWLRQ GHVFULEHG LQ 6HFWLRQ 8/ DERYH/ WKHUH LV QR GLVFULPLQDWLRQ
DPRQJ GLIIHUHQW ELGGHUV LQ WKH ELGV WKDW WKH\ DUH DOORZHG WR VXEPLW RU LQ KRZ WKH ZLQQLQJ ELGV
DUH VHOHFWHG1 ,W LV VLPSO\ LQ WKH QDWXUH RI WKLQJV WKDW GLIIHUHQW ELGGHUV DUH OLNHO\ WR VXEPLW
GLIIHUHQW ELGV†DQG XQGHU WKH DXFWLRQ UXOHV/ WKHVH GLIIHUHQW ELGV PD\ WUDQVODWH WR GLIIHUHQW SULFHV1
$ UHTXLUHPHQW WKDW SULFHV PXVW EH XQLIRUP LV DOVR GHWULPHQWDO WR WKH LQWURGXFWLRQ RI DXFWLRQV1
9DULRXV IRUPDWV WKDW \LHOG QRQ0XQLIRUP SULFLQJ RIIHU DGYDQWDJHV/ LQ HIILFLHQF\ RU LQ UHYHQXHV/
RYHU DXFWLRQ IRUPDWV ZLWK XQLIRUP SULFLQJ1 $W WKH VDPH WLPH/ WKH LPSHGLPHQW SRVHG E\ D
UHTXLUHPHQW IRU XQLIRUP SULFLQJ VKRXOG QRW EH RYHUVWDWHG1 %RWK WKH (’) DXFWLRQ GHVLJQ DQG WKH
(PLVVLRQV 7UDGLQJ 6FKHPH DXFWLRQ GHVLJQ GHVFULEHG LQ 6HFWLRQ 7 ZRXOG IXOO\ FRPSO\ ZLWK DQ\
UHTXLUHPHQW IRU XQLIRUP SULFLQJ1 $QG/ ZKLOH LQ WKHRU\ WKH\ DUH QRW WKH DEVROXWHO\ LGHDO DXFWLRQ
GHVLJQV/ WKH\ VWLOO RIIHU SRWHQWLDOO\ YHU\ ODUJH DGYDQWDJHV RYHU FXUUHQW ,32 SUDFWLFH1
53 6SHHFK E\ 6(& &RPPLVVLRQHU 3DXO 51 &DUH\/ ’HFHPEHU 9/ 533314;
￿￿Œ 5HFHQW $WWHPSWV WR ,QWURGXFH $XFWLRQV WR 8￿6￿ ,VVXHV 0DUNHWV
7KH PRVW FRQVSLFXRXV DWWHPSWV WR LQWURGXFH ,32 DXFWLRQV LQWR WKH 8QLWHG 6WDWHV ZHUH XQGHUWDNHQ
E\ :5 +DPEUHFKW ) &R1 EHJLQQLQJ LQ 4<<<1 7KURXJK +DPEUHFKW¶V ‡2SHQ,32· SURFHVV/ ELGV DUH
W\SLFDOO\ DFFHSWHG GXULQJ D 60 WR 80ZHHN SHULRG SULRU WR WKH HIIHFWLYH GDWH RI WKH ,321 :LWK WKH
H[FHSWLRQ WKDW WKHVH ELGV DUH QRW IRUPDOO\ ELQGLQJ SXUVXDQW WR WKH 6(&¶V ‡QR0DFWLRQ OHWWHU/·W K H
DXFWLRQ LV FRQGXFWHG DV D VHDOHG0ELG/ XQLIRUP0SULFH DXFWLRQ/ DV GHVFULEHG DERYH LQ 6HFWLRQ 61
%LGGHUV VXEPLW ELGV WKDW HIIHFWLYHO\ FRPSULVH GHPDQG FXUYHV IRU WKH VWRFN EHLQJ RIIHUHG1 $IWHU
WKH FORVH RI WKH DXFWLRQ/ WKH DXFWLRQHHU DJJUHJDWHV WKH ELGV DQG GHWHUPLQHV WKH FOHDULQJ SULFH DW
ZKLFK GHPDQG HTXDOV VXSSO\1 (DFK ELGGHU ZLQV WKH TXDQWLW\ GHPDQGHG DW WKH FOHDULQJ SULFH/ DQG
SD\V WKH FOHDULQJ SULFH IRU HDFK VKDUH ZRQ1
8QIRUWXQDWHO\/ +DPEUHFKW¶V HIIRUWV KDYH QRW PHW ZLWK RYHUZKHOPLQJ VXFFHVV1 2QO\ VL[ ,32¶V
KDYH EHHQ DXFWLRQHG E\ +DPEUHFKW/ WKH PRVW UHFHQW RQH LQ 0D\ 53341
54 +DPEUHFKW¶V HIIRUWV
DSSHDU WR KDYH EHHQ KDPSHUHG E\ WKUHH IDFWRUV=+ 4 ,+DPEUHFKW LV LQ WKH VHFRQG WLHU RI LQYHVWPHQW
EDQNV DQG DSSHDUV WR EH ODUJHO\ XQDEOH WR DWWUDFW LVVXHUV WKDW WRS0WLHU LQYHVWPHQW EDQNV DUH
LQWHUHVWHG LQ UHSUHVHQWLQJ>+ 5 ,+DPEUHFKW KDV XVHG D UDWKHU SURWUDFWHG/ VHDOHG0E L GD X F W L R QS U R F H V V
LQ ZKLFK ELGV DUH QRW ELQGLQJ/ UDWKHU WKDQ D VKRUW DQG PRUH HIIHFWLYH DVFHQGLQJ0ELG SURFHVV> DQG
+6, HQWU\ E\ DQ\ DXFWLRQ SURFHVV ZRXOG KDYH EHHQ GLIILFXOW LQ DQ ,QWHUQHW0EXEEOH HQYLURQPHQW
ZKHUH VXFFHVV RI DQ ,32 ZDV JDXJHG E\ WKH ILUVW0GD\ ‡SRS·1
￿ &RQFOXVLRQª 7KH 3ROLWLFDO (FRQRP\ RI ,QQRYDWLRQV LQ 0DUNHW ’HVLJQ
2QH TXHVWLRQ RQ ZKLFK WR FRQFOXGH LV= :K\ LV LW WKH FDVH WKDW VHFWRUV VXFK DV WHOHFRPPXQLFDWLRQV
VSHFWUXP/ HQHUJ\ DQG HQYLURQPHQWDO PDUNHWV KDYH DGRSWHG LQQRYDWLYH DXFWLRQ WHFKQLTXHV IRU
KLJK0VWDNHV VDOHV/ ZKHUHDV QHZ VHFXULW\ LVVXDQFH KDV VWXFN ZLWK ROG/ VHYHUHO\0IODZHG GHVLJQV"
2QH FDQGLGDWH DQVZHU LV WKDW HTXLW\ LVVXHV DUH EDGO\ VXLWHG IRU G\QDPLF DXFWLRQ SURFHGXUHV1
+RZHYHU/ VXFK DQ H[SODQDWLRQ VHHPV LPSODXVLEOH WR WKLV DXWKRU1 ,Q SDUWLFXODU/ WHOHFRP VSHFWUXP
DSSHDUV WR SUHVHQW YDOXDWLRQ XQFHUWDLQWLHV DV JUHDW DV WKRVH RI DQ\ KLJK0WHFK ,32> \HW DQ RSHQ/
WUDQVSDUHQW/ IRUPDO DXFWLRQ SURFHGXUH KDV EHHQ VKRZQ WR SHUIRUP ZHOO IRU WHOHFRP VSHFWUXP1
$ EHWWHU H[SODQDWLRQ VKRXOG WDNH QRWLFH RI ZKHWKHU D PDUNHW SURFHVV DOUHDG\ H[LVWV/ ZLWK
LQFXPEHQWV HDUQLQJ VXEVWDQWLDO UHQWV IURP WKH H[LVWLQJ SURFHVV/ RU ZKHWKHU D PDUNHW LV VWDUWLQJ
IURP VFUDWFK1 ,Q WKH FDVH RI FRPPXQLFDWLRQV VSHFWUXP/ JRYHUQPHQWV KDG SUHYLRXVO\ JLYHQ DZD\
VSHFWUXP OLFHQVHV/ DQG WKH\ LQWURGXFHG DXFWLRQV LQ 4<<7 ZLWK QR SULRU KLVWRU\ RI H[LVWLQJ
VSHFWUXP PDUNHWV RI DQ\ VLJQLILFDQFH1 ,Q WKH FDVH RI WKH HQHUJ\ VHFWRU/ WKH PDUNHW PRYHG IURP
KHDY\ UHJXODWLRQ WR VXEVWDQWLDO GHUHJXODWLRQ/ DJDLQ ZLWK OLWWOH KLVWRU\ RI H[LVWLQJ PDUNHWV1 ,Q WKH
FDVH RI &25 UHGXFWLRQV/ DW WKH WLPH WKDW D GHFLVLRQ ZDV PDGH WR FRQGXFW DQ DXFWLRQ/ QR PRUH WKDQ
RQH RU WZR LQWHU0ILUP WUDGHV KDG HYHU WDNHQ SODFH1
,Q HDFK FDVH ZKHUH DQ LQQRYDWLYH PDUNHW GHVLJQ ZDV LQWURGXFHG/ WKHUH ZHUH UHODWLYHO\ IHZ
VHOI0LQWHUHVWHG PDUNHW SDUWLFLSDQWV ZLWK D VWDNH LQ SUHVHUYLQJ WKH VWDWXV TXR PDUNHW VWUXFWXUH1
54 $W WKLV ZULWLQJ LQ 0DUFK 5335/ +DPEUHFKW¶V FRPSOHWHG ,32¶V E\ DXFWLRQ DUH= 5DYHQVZRRG/ ’44/883/333/ $SULO </
4<<<> 6DORQ1FRP/ ’5:/633/333/ -XQH 55/ 4<<<> $QGRYHU1QHW/ ’;5/;33/333/ ’HFHPEHU ;/ 4<<<> 1RJDWHFK/ ,QF1/
’75/333/333/ 0D\ 4:/ 5333> 3HHW¶V &RIIHH ) 7HD/ ’59/733/333/ -DQXDU\ 58/ 5334> DQG %ULD]]/ ,QF1 ’49/333/333/
0D\ 5/ 533414<
%\ FRQWUDVW/ LQ WKH DUHQD RI QHZ VHFXULW\ LVVXDQFH/ WKHUH H[LVWV D OHJLRQ RI SRZHUIXO LQYHVWPHQW
EDQNV ZLWK DQ HQRUPRXV VWDNH LQ PDLQWDLQLQJ WKH SURILWV RI WKH FXUUHQW ,32 V\VWHP1 6R/ GHVSLWH
ZHOO0HVWDEOLVKHG GHIHFWV LQ WKH FXUUHQW V\VWHP/ WKH LQFXPEHQWV KDYH VWDYHG RII DOWHUQDWLYH
PHFKDQLVPV DQG KDYH/ LQ IDFW/ FRQVROLGDWHG WKH XVH RI WKH FXUUHQW SURFHVV1
:LOO WKH FRPELQDWLRQ RI JHQHUDO LQWHUHVW LQ UHIRUPLQJ WKH UHFHQW ,32 DEXVHV DQG UHFHQW VXFFHVVHV
RI QHZ PDUNHW GHVLJQV LQ RWKHU VHFWRUV ILQDOO\ OHDG WR FKDQJH LQ WKH SURFHVV IRU QHZ VHFXULWLHV
LVVXDQFH" 2QO\ WLPH ZLOO WHOO153
5HIHUHQFHV
$OH[DQGHU/ -DQHW &1 +4<<6,/ ‡7KH /DZVXLW $YRLGDQFH 7KHRU\ RI :K\ ,QLWLDO 3XEOLF 2IIHULQJV DUH
8QGHUSULFHG/· 8&/$ /DZ 5HYLHZ/ 74/ 4:0:61
$XVXEHO/ /DZUHQFH 01 +4<<:,/ ‡$Q (IILFLHQW $VFHQGLQJ0%LG $XFWLRQ IRU 0XOWLSOH 2EMHFWV/·
8QLYHUVLW\ RI 0DU\ODQG :RUNLQJ 3DSHU <:￿391
$XVXEHO/ /DZUHQFH 01 +4<<<,/ ‡&RPSXWHU ,PSOHPHQWHG 0HWKRGV DQG $SSDUDWXV IRU $XFWLRQ/·
8161 3DWHQW 1R1 8/<38/<:8/ LVVXHG 4; 0D\ 4<<<1
$XVXEHO/ /DZUHQFH 01 +5333D,/ ‡6\VWHP DQG 0HWKRG IRU DQ (IILFLHQW ’\QDPLF $XFWLRQ IRU
0XOWLSOH 2EMHFWV/·8 1 6 13DWHQW 1XPEHU 9/359/6;6/ LVVXHG 48 )HE 53331
$XVXEHO/ /DZUHQFH 01 +5333E,/ ‡$Q (IILFLHQW ’\QDPLF $XFWLRQ IRU +HWHURJHQHRXV
&RPPRGLWLHV/· PLPHR/ 8QLYHUVLW\ RI 0DU\ODQG1
$XVXEHO/ /DZUHQFH 01 DQG 3HWHU &UDPWRQ +4<<9,/ ‡’HPDQG 5HGXFWLRQ DQG ,QHIILFLHQF\ LQ
0XOWL08QLW $XFWLRQV/· 8QLYHUVLW\ RI 0DU\ODQG :RUNLQJ 3DSHU <9￿3:1
$XVXEHO/ /DZUHQFH 01 DQG 3HWHU &UDPWRQ +4<<<,/ ‡7KH 2SWLPDOLW\ RI %HLQJ (IILFLHQW/· PLPHR/
8QLYHUVLW\ RI 0DU\ODQG1
$XVXEHO/ /DZUHQFH 01 DQG -HVVH 6FKZDUW] +4<<<,/ ‡7KH $VFHQGLQJ $XFWLRQ 3DUDGR[/· PLPHR/
8QLYHUVLW\ RI 0DU\ODQG1
%DJZHOO/ /DXULH 61 +4<<5,/ ‡’XWFK $XFWLRQ 5HSXUFKDVHV= $Q $QDO\VLV RI 6KDUHKROGHU
+HWHURJHQHLW\/· -RXUQDO RI )LQDQFH/ 7:/ :404391
&KHQ/ +VXDQ0&KL DQG -D\ 51 5LWWHU +5333,/ ‡7KH 6HYHQ 3HUFHQW 6ROXWLRQ/· -RXUQDO RI )LQDQFH/
88/ 4438044641
&UDPWRQ/ 3HWHU +4<<8,/ ‡0RQH\ 2XW RI 7KLQ $LU= 7KH 1DWLRQZLGH 1DUURZEDQG 3&6 $XFWLRQ/·
-RXUQDO RI (FRQRPLFV DQG 0DQDJHPHQW 6WUDWHJ\/ 7/ 59:06761
’UDNH/ 3KLOLS ’1 DQG 0LFKDHO 51 9HWVX\SHQV +4<<6,/ ‡,32 8QGHUSULFLQJ DQG ,QVXUDQFH $JDLQVW
/HJDO /LDELOLW\/· )LQDQFLDO 0DQDJHPHQW/ 55/ 970:61
*D\/ *HUDOG ’1/ -D\DQW 51 .DOH/ DQG 7KRPDV +1 1RH +4<<4,/ ‡6KDUH 5HSXUFKDVH 0HFKDQLVPV= $
&RPSDUDWLYH $QDO\VLV RI (IILFDF\/ 6KDUHKROGHU :HDOWK DQG &RUSRUDWH &RQWURO (IIHFWV/·
)LQDQFLDO 0DQDJHPHQW/ 53/ 7708<1
-HQNLQVRQ/ 7LP DQG $OH[DQGHU /MXQJTYLVW +4<<9,/ *RLQJ 3XEOLF1 2[IRUG= 2[IRUG 8QLY1 3UHVV1
.DQGHO/ 6KPXHO/ 2GHG 6DULJ/ DQG $YL :RKO +4<<<,/ ‡7KH ’HPDQG IRU 6WRFNV= $Q $QDO\VLV RI
,32 $XFWLRQV/· 5HYLHZ RI )LQDQFLDO 6WXGLHV/ 45/ 55:057:1
0DOYH\/ 3DXO )1 DQG &KULVWLQH 01 $UFKLEDOG +4<<;,/ ‡8QLIRUP03ULFH $XFWLRQV= 8SGDWH RI WKH
7UHDVXU\ ([SHULHQFH/· PLPHR/ ’HSDUWPHQW RI WKH 7UHDVXU\1
0F$IHH/ 51 3UHVWRQ DQG -RKQ 0F0LOODQ +4<;:,/ ‡$XFWLRQV DQG %LGGLQJ/· -RXUQDO RI (FRQRPLF
/LWHUDWXUH/ 58/ 9<<0:6;1
0LOJURP/ 3DXO +5333,1 ‡3XWWLQJ $XFWLRQ 7KHRU\ WR :RUN= 7KH 6LPXOWDQHRXV $VFHQGLQJ
$XFWLRQ/· -RXUQDO RI 3ROLWLFDO (FRQRP\/ 43;/ 57805:5154
0LOJURP/ 3DXO DQG 5REHUW :HEHU +4<;5,/ ‡$ 7KHRU\ RI $XFWLRQV DQG &RPSHWLWLYH %LGGLQJ/·
(FRQRPHWULFD/ 83/ 43;<044551
5LWWHU/ -D\ 51 +5335,/ ‡7KH )XWXUH RI WKH 1HZ ,VVXHV 0DUNHW/· %URRNLQJV0:KDUWRQ 3DSHUV RQ
)LQDQFLDO 6HUYLFHV/ WKLV YROXPH1
6KHUPDQ/ $QQ (1 +5334,/ ‡*OREDO 7UHQGV LQ ,32 $XFWLRQV= %RRN %XLOGLQJ YV1 $XFWLRQV/· PLPHR/
8QLYHUVLW\ RI 1RWUH ’DPH1
8161 ’HSDUWPHQW RI WKH 7UHDVXU\/ 8161 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ/ DQG %RDUG RI
*RYHUQRUV RI WKH )HGHUDO 5HVHUYH 6\VWHP +4<<5,/ -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV
0DUNHW1 :DVKLQJWRQ/ ’1&1= 8161*13121/ -DQXDU\1
9LFNUH\/ :LOOLDP +4<94,/ ‡&RXQWHUVSHFXODWLRQ/ $XFWLRQV DQG &RPSHWLWLYH 6HDOHG 7HQGHUV/·
-RXUQDO RI )LQDQFH/ 49/ ;06:1